COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

ELECTRONIC APPLICATION OF LOUISVILLE GAS AND ) CASE NO.
ELECTRIC COMPANY FOR AN ADJUSTMENT OF ITS ) 2018-00295
ELECTRIC AND GAS RATES )

NOTICE OF FILING

Notice is given to all parties that the following materials have been filed into the
record of this proceeding:

- The digital video recording of the evidentiary hearing
conducted on March 6, 2019 in this proceeding;

- Certification of the accuracy and correctness of the digital
video recording;

- All exhibits introduced at the evidentiary hearing
conducted on March 6, 2019 in this proceeding;

- A written log listing, inter alia, the date and time of where
each witness’ testimony begins and ends on the digital video
recording of the evidentiary hearing conducted on March 6,
2019.
A copy of this Notice, the certification of the digital video record, hearing log, and
exhibits have been electronically served upon all persons listed at the end of this Notice.

Parties desiring to view the digital video recording of the hearing may do so at

http://psc.ky.gov/av broadcast/2018-00294/2018-00294 06Marl19 Inter.asx.



http://psc.ky.gov/av_broadcast/2018-00294/2018-00294_06Mar19_Inter.asx

Parties wishing an annotated digital video recording may submit a written

request by electronic mail to pscfilings@ky.gov. A minimal fee will be assessed for a

copy of this recording.

Done at Frankfort, Kentucky, this 22" day of April 2019.

Gwen R. Pinson
Executive Director
Public Service Commission of Kentucky
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CERTIFICATION
|, KaBrenda L. Warfield, hereby certify that:
1. The attached DVD contains a digital recording of the Hearing conducted in

the above-styled proceeding on March 06, 2019. Hearing Log, Exhibit List and Witness
List are included with the recording on March 06, 2019.

2. | am responsible for the preparation of the digital recording;

3. The digital recording accurately and correctly depicts the Hearing of
March 06, 2019

4. The Hearing Log attached to this Certificate accurately and correctly states
the events that occurred at the Hearing of March 06, 2019 and the time at which each
occurred.
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j Av s Session Report - Detail

2018-00294 & 2018-00295

06Mar2019
KU and LG&E
Date: Type: Location: Department:
3/6/2019 Public Hearing\Public Hearing Room 1 Hearing Room 1 (HR 1)
Comments

Judge: Bob Cicero; Talina Mathews; Michael Schmitt
Witness: Kent Blake ; Robert Conroy ; Marlon Cummings; Cathy Hinko ; Steven Seelye ; Melissa Tibbs ; Glenn

Watkins

Clerk: KaBrenda Warfield

Event Time Log Event
8:30:59 AM Session Started
8:31:02 AM Session Paused
9:01:49 AM Chairman Schmitt
Note: Fields, Angela Okay, we are now on the record. Mr. Riggs are you ready to call
your next witness?
9:01:49 AM Session Resumed
9:01:56 AM Atty Riggs KU and LG&E
Note: Fields, Angela Good morning your honour yes we are. I would just like to provide a
brief comment on the update of the status of the addendum [click
on the link for remarks.]
9:02:31 AM Chairman Schmitt
Note: Fields, Angela I assume that we will be able to finish today [click on the link for
Chairman Schmitt's remarks.]
9:02:57 AM Chairman Schmitt
Note: Fields, Angela Okay. Mr. Riggs if you are ready would you call your next witness?
9:03:08 AM Chairman Schmitt - witness Conroy
Note: Fields, Angela Swearing in.
9:03:16 AM Chairman Schmitt
Note: Fields, Angela You may ask.
9:03:18 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Would you please state your full name for the record?
9:03:25 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela And by whom are you employeed? And in what capacity please?
9:03:33 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Please state your business address?
9:03:39 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Did you cause to be prepared and filed in this proceeding written
direct or rebuttal testimony?
9:03:44 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela And are you a sponsor of certain Data Request answered by the
companies in these cases?
9:03:49 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Do you have any corrections or updates to your testimony this
morning?
9:03:53 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Subject to the corrections already made into the record you adopt
that testimony and Data Responses as your testimony today?
9:04:01 AM Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Mr. Chairman he is available for cross.
9:04:03 AM Chairman Schmitt

Note: Fields, Angela Cross examination by anyone?
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9:04:06 AM

9:04:09 AM

9:04:22 AM

9:04:32 AM

9:04:43 AM

9:05:27 AM

9:05:32 AM

9:06:54 AM

9:07:20 AM

9:07:31 AM

9:07:45 AM

9:07:55 AM

9:08:24 AM

9:08:33 AM

9:08:35 AM

9:08:52 AM

9:08:54 AM

9:09:24 AM

9:10:33 AM

9:10:43 AM

9:10:53 AM

Asst. Atty Gen. Chandler
Note: Fields, Angela I think the Attorney General will take a stab. Thank you Chairman.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that KU residential customers are using on average
less electricity now then they were a few years ago?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And would you agree that there seems to be an actual trend of less
usage?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And would you agree that there is evidence in the record to support
such a trend?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to turn to page 24 of your rebuttal testimony?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Page 22. Are you there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Chairman do you mind if I approach and pass out an exhibit?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Okay on page 22 of your testimony do you mind to read into the
record the paragraph that starts finally contrary to Mrs. Tibbs
assertion its on line 14 [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So do you mind to look at the footnote you provided there for
footnote 617
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And what does that footnote say?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And so the document I handed out is Mrs. Tibbs testimony. Do you
mind to turn to page 13 of Mrs. Tibbs testimony?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to show me on pages 13 to 15 where Mrs. Tibbs cites
We Care Customers?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So the footnote to 62 cites responses to CAC 115 and 116?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So that would be data for KU correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So you provided a response that regards We Care Customers but
cited to KU data?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Okay so that's the first thing.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So the second between 13 and 15 do you mind where Mrs. Tibbs
discuss low or fixed income customers that she specifically
mentioned those customers that receive third party assistance?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So do you mind to turn to tab 7 of the witness binder? And please
let me know when you are there.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And do you see that this is an Order in Case No. 20003-00434?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And do you have any familiarity with this matter?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to turn to red tab C which is page 7 of the Order?
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9:11:21 AM

9:11:23 AM

9:11:36 AM

9:11:57 AM

9:12:21 AM

9:12:29 AM

9:12:56 AM

9:12:59 AM

9:13:28 AM

9:13:34 AM

9:13:37 AM

9:13:44 AM

9:13:47 AM

9:13:53 AM

9:14:26 AM

9:14:28 AM

9:14:53 AM

9:15:03 AM

9:15:05 AM

9:15:26 AM

9:15:42 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Are you there on page 77?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that the customer charge increase that was set on
that case was $5 per customers?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And if we follow along with the second tabbed page which is red tab
D for you, and it is KU Exhibit 1 page 3 of 33.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that this appears to be the customer charge it
includes the previous and proposed customer charge in that case?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So what was the present customer charge before that stipulation?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela $2.82. So KU was charging a $2.82 customer charge in 2004
correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And then it got increased to $5.00?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So do you mind to turn in your book there to red tab E? Which is
LG&E Electric Exhibit 1 page 3 of 27?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And would you agree thats the present and proposed rates for the
customer charge for LG&E rate R?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And Rate R was the residential rate for LG&E correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And what was the customer charge before this stipulation?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And it was proposed to change to?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So $3.40 going up to $5.00 great.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And the last one. It should be your red tab F. But its LG&E Gas
Exhibit 1 page 2 of 9.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Page 3 of 9 sorry.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And do you mind to let me know what the residential customer
charge was for present and the settlement rates for each customer?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Wouldn't you agree that before that rate case KU had not had a
case since 1983?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Approximately 20 years
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So how other than not spending money, how does a utility stay out
for 20 years generally?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela You have no idea how?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela But you would agree that KU went 20 years with a $2.82 customer
charge it would appear?
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9:15:50 AM

9:16:04 AM

9:16:11 AM

9:16:30 AM

9:16:44 AM

9:17:11 AM

9:17:25 AM

9:17:32 AM

9:17:39 AM

9:17:43 AM

9:17:52 AM

9:18:02 AM

9:18:14 AM

9:18:18 AM

9:18:31 AM

9:18:40 AM

9:18:50 AM

9:19:28 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela What is the monthly equivalent of the proposed cutomer charge in
this case?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that it is close to $16.13?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Is there volumetric risk to the company for the amount of money it
recovers through customer charges?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Does is matter how much a person uses on any given month for
how much money the companies are going to recover from them
through the basic service charge?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Generally residential customers would you agree that both utilites
either have slightly increasing or flat residential customer growth?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela The number of customers is growing but not necessarily load?
AG's EXHIBIT 7
Note: Fields, Angela
Note: Fields, Angela

Asst. Atty Gen. Chandler - witness Conroy
Chairman at this time I would like to mark that Order as AG Exhibit
7.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela If you would turn to tab 8?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And please let me know when you are there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So would you agree that this is an exhibit that is part of the
stipulation in this matter?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela This is very similar to those other three document we looked at
right?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And so the distinction in this case and that case tho is the proposed
customer charge amount that is provided there is $.53 a day. That is
not stipulated amongst the parties correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And that's the companies litigation position correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So this one is just for KU. But you would agree that it notes there
under present rates that the current customer charge is $12.25?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So $12.25 multiplied by do you see billing periods to the left of it?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Multiplying those two together does that provide you the $64 million
number that is under the column calculated revenue and present
rates?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And to the right of that it shows that the monthly equivalent of 16
13 would be, and what's that calculated revenue and stipulated
rates?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And all that I am trying to say is [click on the link for remarks.]
That's an apples to apples comparison correct?
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9:19:37 AM

9:19:54 AM

9:20:06 AM

9:20:15 AM

9:20:34 AM

9:20:50 AM

9:20:58 AM

9:21:06 AM

9:21:12 AM

9:21:26 AM

9:21:37 AM

9:21:48 AM

9:22:38 AM

9:22:59 AM

9:23:44 AM

9:24:05 AM

9:24:12 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So under the companies proposal from present to proposed rates
the company KU will be getting another $20 million of revenue every
year that is unaffected by usage?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And that given the trend that you were discussing is more likely or
not to increase during the period given that the number of
customers is increasing?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela We were talking about trend a second ago. And you noted that the
trend was that you had customer growth. The number of customers
correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So if that trend continues you would agree that that may
underestimate the amount in the forecasted test year?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Under billing periods. The amount for monthly billing periods that
says 5,236,339. Do you see that?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Is that the number of customers you expect to have on average
during the year times twelve?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And the amount below it is the amount of customers on average you
expect during the forecasted year times 365 and a quarter?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you have a calculator with you Mr. Conroy?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So 5,236,339 we would agree that the number of monthly bills
expected for the company in the upcoming year correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Multiplied by $2.82 which was the customer charge before the 2003
case? Correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So subject to check would you agree that, that is just under its
$14,766,476 that's the math. Would you agree?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So 14,766,476 if that's the math you would agree that, from the
proposed rates you have now, going back to the rates that were
received in '04, that the companies would of increased their revenue
which has no volumetric risk by $70 million? Would that be the
math?
AG'S EXHIBIT 8
Note: Fields, Angela An exhibit that is part of the stipulation in this matter.
Note: Fields, Angela Asst. Atty Gen. Chandler - witness Conroy
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela I apologize just for the record, subject to check would you agree
that that order came out June 30, 2004? It's on page 69 of it.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela If you don't mind will you turn to AG's Exhibit 12 which is in that
binder there? It's under tab 12.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to look at page one there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And are you familiar with this order? Have you reviewed it?
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9:24:25 AM

9:24:26 AM

9:24:39 AM

9:24:48 AM

9:24:51 AM

9:25:03 AM

9:25:17 AM

9:25:30 AM

9:25:46 AM

9:26:05 AM

9:26:37 AM

9:26:43 AM

9:26:54 AM

9:26:59 AM

9:27:10 AM

9:27:16 AM

9:27:44 AM

9:28:00 AM

9:28:15 AM

9:28:23 AM

9:28:45 AM

9:28:56 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And you've reviewed that?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And you would agree that this order came out relatively recently?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So on page one there [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you see what it says on the last line there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And what does that last sentence say?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So the last rate case was a 2006 rate case for Duke. And do you
know what the customer charge that Duke had at that time was?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela $4.50. Let's have a quick discussion here [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Right?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you have the full Order there infront of you from that 2017-
00321 case correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela In that Order on page 45. Turn to that for me please?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela It starts on 44 I apologize. You there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So do you see the paragraph under rate design that says Duke
Kentucky [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And then it goes on to say [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And so then it talks about how this method generally [click on link
for remarks. ]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you see the sentence that starts with although?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And would you agree that, that sentence says [click on link for
remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Now you would agree that the Commission in it's Order indicated
that part of the reason they gave the increase was because of the
amount of time that had passed since the charge was established?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So we know that June 30, 2004 LG&E and KU got a $5 customer
charge. And in 2006 Duke got a $4.50 customer charge. Correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And then it would appear that Duke did not have a case come out
until 2018 that increased it to $11 correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So let me ask this. How many rate cases that you know of have
LG&E and KU had since the 2003 cases were over?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that in all but one of those cases the companies
had a increase in the residential customer charge?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And the orders speak for themselves [click on link for remarks.]
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9:29:01 AM

9:29:11 AM

9:29:19 AM

9:29:34 AM

9:29:47 AM

9:29:57 AM

9:30:18 AM

9:30:24 AM

9:30:38 AM

9:30:53 AM

9:31:01 AM

9:31:08 AM

9:31:11 AM

9:31:42 AM

9:31:53 AM

9:32:08 AM

9:33:16 AM

9:33:18 AM

9:33:22 AM

9:33:28 AM

9:33:46 AM

9:33:55 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela But is it your understanding that the companies customer charges
have increased steadily through the rate cases that you have been
involved in through the years?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And so now you are proposing a monthly equivalent of 16 13?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela How many bills a year do residential customers ordinarily receive?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And as it stands now, how many times a year are they assess a
basic service charge?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So the company right now is basically charging the basic service
charge by an annual number divided by 12 correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela How many days are in each billing period?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela You would agree that it is not the same every month?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Does a customer have any control or imput on how many days are
included in their billing period?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela As it stands now do customers know what the non volumetric
portion of their bill is going to be in any given month?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Right now when they get a bill they know their basic customer
charge is going to be 12. 25?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela If there are 26 days in a billing period, what's the basic customer
charge going to be?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Under the proposal?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Yeah. But what's that number?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And if there are 31 days under the current method. How much is the
basic customer charge going to be?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And how about under the fifty three cents?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to turn to your direct testimony on page 19?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Are you there?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to go to line 20?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Actually just go to 17 [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Line 17, do you see the sentence there that starts with the
companies [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela So this is just a curious question. Is anybody on RTO Demand?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Do you mind to read the next sentence in there?
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9:34:21 AM

9:34:30 AM

9:35:11 AM

9:35:24 AM

9:35:30 AM

9:35:32 AM

9:36:01 AM

9:36:48 AM

9:37:08 AM

9:37:23 AM

9:37:41 AM

9:40:20 AM

9:40:37 AM

9:43:00 AM

9:43:26 AM

9:43:48 AM

9:43:54 AM

9:45:06 AM

9:45:21 AM

9:45:25 AM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree then that the the bases of the companies proposal
is for informational and transparency purposes?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Would you agree that it is likely that executive compensation is
recovered by both the proposed residential kilowatt hour and
proposed customer charges?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela It's a cost it is recovered through either one of those lines?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela I'm just asking. Part of it is going to be charged to residential
customers correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And it has to be recovered through one of those pieces correct?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela If the companies request in this case is approved [click on link for
remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Well you're proposing to break off the charges in to two componets
[click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Well lets take a step back then [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And you would agree that at any given time period [click on the link
for remarks.]
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Fixed cost component. So will you commit to breaking that out in
the next case, if the Commission approves the breakout of and
infrastructure and variable in this case?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Cross Examination..
AG EXHBIT 11
Note: Fields, Angela TAB 11
Note: Fields, Angela Asst. Atty Gen. Chandler - witness Conroy
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Cross Examination Continued.
Note: Fields, Angela Please let me know when you are there Mr. Conroy.
Chairman Schmitt
Note: Fields, Angela If this was a court of law I would sustain an objection because I
don't know how this witness could know what Mr. ? did or what he
thought.
Chairman Schmitt
Note: Fields, Angela O I understand [click on the link for remarks.]
Chairman Schmitt - witness Conroy
Note: Fields, Angela But go ahead Mr. Conroy you can answer his question
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Cross Examination Continued.
AG'S EXHIBITS 7, 8, AND 11
Note: Fields, Angela Chairman I would like to move to introduce AG's Exhibits 7, 8, and
11?
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela And that's all the questions I have for Mr. Conroy.
Chairman Schmitt

Note: Fields, Angela Anyone else have any questions for this witness?
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9:45:32 AM

9:45:41 AM

9:45:50 AM

9:45:59 AM
10:01:29 AM

10:01:30 AM

10:09:30 AM

10:11:44 AM

10:12:08 AM

10:13:20 AM

10:14:23 AM

10:14:36 AM

10:15:08 AM

10:15:54 AM

10:15:56 AM

10:16:32 AM

10:16:38 AM

10:17:52 AM

10:17:57 AM

10:18:23 AM

10:18:45 AM

10:18:48 AM

10:19:00 AM

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Session Paused
Chairman Schmitt
Note: Fields, Angela

Session Resumed
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt

Note: Fields, Angela
Asst. Atty Gen. Chandler

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Yes sir?
What do you want to do Mr.Gardner?
Why don't we take about a ten minute break right now and maybe

be back by 5 minutes after 10.

We are now back on the record. We learned that this morning [click
on the link for remarks.]

Having said all of that. I do want to say that our decision is to
dismiss from these parties [click on the link for remarks.]
Having said that, that basically is the ruling of the Commission.
Before Mr. Fitzgerald goes may I address the Commision?

As you can recall in the Kentucky Power case nobody intervened on
behalf of low income rate payers [click on the link for remarks.]

And we appreciate that [click on link for remarks.]

I'll say this given the Commission's ruling today we would like to
move to sponsor [click on the link for remarks.]

AttyTom Fitzgerald Metropolitan Housing Coalition (MHC)

Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman on behalf of the Metropolitan Housing Coalition [click on
the link for remarks.]

There's no point in arguing to me.

AttyTom Fitzgerald Metropolitan Housing Coalition (MHC)

Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Atty Miller Sierra Club
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Atty Riggs KU and LG&E
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

I'm just informing you, I'm not arguing with you [click on the link for
remarks.]

Alright already ready? Mr. Miller its been good having you here.
Chairman [click on the link for remarks.]

Alright is there anybody left who would like to cross examine Mr.
Conroy?

Before Mr. Gardner [click on the link for remarks.]
Mr. Chairman may I make a comment [click on link for remarks.]

And I am ready whenever the Commission is.

Asst. Atty Gen. Chandler - witness Conroy

Note: Fields, Angela
AG'S EXHIBIT 13

Note: Fields, Angela

Note: Fields, Angela

Cross Examination Continued.

I would like to mark this as Attorney General's 13.
Asst. Atty Gen. Chandler - witness Conroy
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10:20:38 AM

10:31:08 AM

10:31:10 AM

10:31:16 AM

10:32:38 AM

10:32:43 AM

10:32:47 AM

11:05:40 AM

11:05:43 AM

11:05:45 AM

11:16:45 AM

11:19:33 AM

11:20:18 AM

11:25:40 AM

11:26:58 AM

11:27:00 AM

11:27:02 AM

11:28:16 AM

11:28:17 AM

11:35:35 AM

11:35:40 AM

11:35:58 AM

11:52:00 AM

11:52:18 AM

11:52:28 AM
12:54:46 PM

Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Cross examination continued.
Asst. Atty Gen. Chandler - witness Conroy
Note: Fields, Angela Thank you.
Chairman Schmitt
Note: Fields, Angela Mr. Gardner cross examination?
Atty Gardner Lexington-Fayette Urban County Government (LFUCG) & Louisville/Jefferson County
Metro Government (Louisville Metro) - witness Conroy
Note: Fields, Angela Cross examination.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Staff cross examination?
Asst GC Nguyen PSC - witness Conroy
Note: Fields, Angela Cross examination.
Asst GC Nguyen PSC - witness Conroy
Note: Fields, Angela I believe those are all the questions. Thank you.
Chairman Schmitt
Note: Fields, Angela Commissioner Cicero questions.?
Vice Chairman Cicero - witness Conroy
Note: Fields, Angela Cross examination.
Atty Crosby KU and LG&E
Note: Fields, Angela
Vice Chairman Cicero
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela It's based on opinion [click on link for remarks.]
Vice Chairman Cicero - witness Conroy
Note: Fields, Angela Cross continued.
Vice Chairman Cicero
Note: Fields, Angela
Chairnan Schmitt
Note: Fields, Angela Commissioner Mathews?
Commissioner Mathews - witness Conroy
Note: Fields, Angela Cross examination.
Commissioner Mathews - witness Conroy
Note: Fields, Angela That's all I have.
Chairman Schmitt - witness Conroy
Note: Fields, Angela Cross examination.
Chairman Schmitt - witness Conroy
Note: Fields, Angela Anything else?
Atty Crosby KU and LG&E
Note: Fields, Angela Apology [click on link for remarks.]
Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela Redirect.
Atty Crosby KU and LG&E - witness Conroy
Note: Fields, Angela I have nothing further your honour. Thank you.
Chairman Schmitt
Note: Fields, Angela

Any other cross examination?

I do not like to testify but here we go. [Click on link for remarks.]

First when you make a statement [click on link for remarks.]

I don't have anythiing else.

Let's take a lunch break until 1 o'clock and then we will try to come
back and finish.
Session Paused
Chairman Schmitt
Note: Fields, Angela It's now 1 o'clock and we are back on the record. Mr. Riggs do you

have another witness?
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12:54:46 PM
12:54:58 PM

12:55:06 PM

12:55:07 PM

12:55:45 PM

1:03:31 PM

1:03:33 PM

1:03:36 PM

1:05:28 PM

1:05:47 PM

1:25:58 PM

1:26:05 PM

1:38:44 PM

1:38:46 PM

1:38:50 PM

1:42:07 PM

1:42:09 PM

1:42:11 PM

1:42:13 PM

1:42:17 PM

1:42:37 PM

1:43:52 PM

1:52:23 PM

1:52:51 PM

Session Resumed
Chairman Schmitt - witness Seeyle

Note: Fields, Angela Swearing in.
Chairman Schmitt
Note: Fields, Angela Mr. Crosby.

Atty Riggs KU and LG&E
Note: Fields, Angela One house keeping matter [click on link for remarks.]
Atty Crosby KU and LG&E - witness Seeyle
Note: Fields, Angela Direct examination.
Atty Crosby KU and LG&E - witness Seeyle
Note: Fields, Angela Mr. Chairman the witness is available for any cross
Chairman Schmitt
Note: Fields, Angela Mr. Chandler cross?
Asst Atty Gen Chandler - witness Seeyle
Note: Fields, Angela Cross examination.
LG&E AND KU DIRECT EXHIBIT 1
Note: Fields, Angela Revenue allocation that was agreed to by the parties.
Note: Fields, Angela Atty Crosby KU and LG&E - witness Seeyle
Asst Atty Gen Chandler - witness Seeyle
Note: Fields, Angela Cross examination continued.
AG'S Exhibits 9 AND 10
Note: Fields, Angela
Note: Fields, Angela

Asst Atty Gen Chandler - witness Seeyle
Direct Testimony of Glenna A. Watkins; Direct Testimony of William
Steven Seelye
Asst Atty Gen Chandler - witness Seeyle
Note: Fields, Angela Cross examination continued.
Asst Atty Gen Chandler - witness Seeyle
Note: Fields, Angela That's all the queations I have Chairman.
Chairman Schmitt
Note: Fields, Angela
Atty Kurtz KIUC - witness Seeyle
Note: Fields, Angela
Atty Kurtz KIUC - witness Seeyle
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Staff?
Asst. GC Nguyen - witness Seeyle
Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela
Note: Fields, Angela
Asst. GC Nguyen - witness Seeyle
Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela
Note: Fields, Angela
POST HEARING DATA REQUEST
Note: Fields, Angela

Mr. Kurtz questions?
Cross examination.
Thank you Mr. Chairman.
Mr. Gardner questions?

Anyone else?

Cross examination.

Asst. GC Nguyen - witness Seeyle
Provide a similar schedule for gas.

Cross examination continued.

A copy in Excel format for Schedule M.
Asst. GC Nguyen - witness Seeyle

Provide updated versions of the following exhibits of your direct
testimony [click on link for exhibits.]

Note: Fields, Angela Asst. GC Nguyen - witness Seeyle
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1:53:37 PM

2:12:28 PM

2:12:31 PM

2:13:09 PM

2:13:12 PM

2:18:56 PM

2:18:58 PM

2:19:01 PM

2:20:13 PM

2:20:14 PM

2:20:16 PM

2:20:18 PM

2:20:28 PM

2:20:30 PM

2:20:38 PM

2:21:04 PM

2:21:05 PM

2:21:08 PM

2:21:55 PM

2:22:22 PM

2:23:10 PM

2:25:35 PM

2:26:35 PM

2:26:43 PM

Asst. GC Nguyen - witness Seeyle

Note: Fields, Angela

Cross examination continued.

Asst. GC Nguyen - witness Seeyle

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Those are all the questions. Thank you.

Before we start. Mr. Chandler does your [click on the link for
remarks.]

Do you havre a lot of questions?

Vice Chairman Cicero - witness Seeyle

Note: Fields, Angela

Just one line of questioning [click on link for Vice Chairman Cicero's
Cross.]

Vice Chairman Cicero - witness Seeyle

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Commissioner Mathews -

Note: Fields, Angela

Commissioner Mathews -

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela

Atty Crosby KU & LG&E -

Note: Fields, Angela

Atty Crosby KU & LG&E -

Note: Fields, Angela

I pass the witness.

Commissioner Mathews?
witness Seeyle
The customer cost for KU [click on link for Commissioner Mathews'
Cross.]
witness Seeyle
Thank you.

I have no questions.

Mr. Corsby?
witness Seeyle
Redirect examination.
witness Seeyle
Thank you. I have no further questions.

Atty Gardner LFUCG & Louisville Metro - witness Seeyle

Note: Fields, Angela

Can I ask one quick follow up?

Atty Gardner LFUCG & Louisville Metro - witness Seeyle

Note: Fields, Angela

Cross examination.

Atty Gardner LFUCG & Louisville Metro - witness Seeyle

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Atty Riggs KU and LG&E
Note: Fields, Angela
Atty Riggs KU and LG&E
Note: Fields, Angela

Thank you.
May this witness be finally excused?
You may step down Mr. Seeyle. You may be excused.

Alright at this time before we get the AG's witness. Lets get the
settlement agreement colloquy done.

Chairman I just need a minute sorry.

Chairman I think there is a need to clarify [click on link for remarks.]

SETTLEMENT AGREEMENT COLLOQUY

Note: Fields, Angela

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Okay. Please raise your right hand.
Chairman Schmitt

Alright please be seated. And unless somebody needs a break real
quick?

When does your client need to leave?
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2:26:58 PM

2:27:15 PM

2:41:09 PM

2:41:10 PM

2:41:26 PM

2:41:31 PM

2:41:40 PM

2:41:42 PM

2:42:40 PM

2:43:00 PM

2:43:04 PM

2:43:10 PM

2:43:10 PM

2:43:16 PM

3:14:44 PM

3:14:46 PM

3:14:50 PM

3:14:52 PM

3:14:56 PM

3:14:58 PM

3:15:05 PM

3:15:08 PM

3:19:52 PM

3:19:55 PM

3:20:00 PM

3:20:04 PM

3:20:21 PM

Chairman Schmitt
Note: Fields, Angela If we can take a short break until 20 til 3 then we won't break again
until the end unless somebody needs to.
Session Paused
Session Resumed
Chairman Schmitt
Note: Fields, Angela We are now back on the record [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Watkins
Note: Fields, Angela The Attorney General would call Mr. Watkins to the stand.
Chairman Schmitt - witness Watkins
Note: Fields, Angela Swearing in.
Chairman Schmitt - witness Watkins
Note: Fields, Angela Mr, Chandler you may ask.
Asst. Atty Gen. Chandler - witness Watkins
Note: Fields, Angela Direct Examination.
Atty Crosby KU and LG&E
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Staff?
Asst. GC Nguyen PSC
Note: Fields, Angela Yes your honour just a few.
Asst. GC Nguyen PSC - witness Watkins
Note: Fields, Angela Cross Examination.
Asst. GC Nguyen PSC - witness Watkins
Note: Fields, Angela THose are all of my questions.
Chairman Schmitt - witness Watkins
Note: Fields, Angela Commissioner Cicero Questions?
Chairman Schmitt - witness Watkins
Note: Fields, Angela Commissioner Mathews?
Chairman Schmitt - witness Watkins
Note: Fields, Angela I have none. Mr. Crosby any redirect?
Chairman Schmitt - witness Watkins
Note: Fields, Angela Any reason why this witness may not be excused?
Asst. Atty Gen. Chandler
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Go ahead.
Asst. Atty Gen. Chandler - witness Watkins
Note: Fields, Angela Redirect.
Asst. Atty Gen. Chandler - witness Watkins
Note: Fields, Angela That's all the redirect I have Chairman.
Chairman Schmitt - witness Watkins
Note: Fields, Angela May this witness be excused?
Chairman Schmitt - witness Watkins
Note: Fields, Angela Thank you. You may be excused.
Chairman Schmitt
Note: Fields, Angela

Mr. Chairman in the interest of time [click on the link for remarks.]
That's fine as long as I get a chance for redirect.

Any other Attorney for a party like to cross examine Mr. Watkins?

Do you mind if I ask a couple of questions on redirect?

Other than your next witness and the low income witnesses does
any party have any other witnesses?
Chairman Schmitt

Note: Fields, Angela You may call your next witness?
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3:20:24 PM

3:20:44 PM

3:21:00 PM

3:21:04 PM

3:21:13 PM

3:21:19 PM

3:21:26 PM

3:21:35 PM

3:21:47 PM

3:22:01 PM

3:22:14 PM

3:22:20 PM

3:25:40 PM

3:25:55 PM

3:26:06 PM

3:26:10 PM

3:27:40 PM

3:28:44 PM

3:30:23 PM

3:30:25 PM

Atty Riggs KU and LG&E
Note: Fields, Angela
Chairmain Schmitt - witness Blake
Note: Fields, Angela Swearing in.
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Would you please state your full name?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Would you please state your full business title?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Would you please state your business address?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Mr. Blake did you cause to be prepared and filed in these cases
direct testimony and rebuttal testimony?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Subject to the changes that have been reflected in the course of this
case do you adopt that testimony as your testimony today?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Mr. Blake did Mr. Arbrough the treasurer for LG&E and KU file both
direct testimony and rebuttal testimony in these cases?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Subject to the changes that have been reflected in this record since
those testimonies have been filed. Will you adopt Mr. Arbrough's
direct and rebuttal testimony today as your testimony?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Finally Mr. Blake did you cause to be prepared and filed with this
Commission testimony describing whats been referred to as the
General Stipulation?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela And do you adopt that testimony as your testimony today?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Mr. Blake, do you have comments that you would like to make about
the General Stupulation?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Mr. Blake earlier today there were a number of questions adressed
to Mr. Conroy about the disposition of funds [inaudible, click on the
link for remarks.]
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela Are you prepared if asked to answer those questions?
Atty Riggs KU & LG&E - witness Blake
Note: Fields, Angela He's available for any questions Mr. Chairman.
Chairman Schmitt - witness Blake
Note: Fields, Angela

This will be our last witness Mr. Blake.

He can go ahead and tell us what the circumstances are. I think that
might be helpful and save a lot of time.
Vice Chairman Cicero - witness Blake
Note: Fields, Angela 4.2 total?
Chairman Schmitt - witness Blake
Note: Fields, Angela So these are funds that have accumulated over perhaps several
years?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela So can I ask a quick question?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Is there some kind of MOU or other type of operating agreement
that lays out how the administration of the funds are supposed to be
handled or [click on link for Vice Chairman Cicero's remarks.]
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3:32:19 PM

3:32:54 PM

3:34:32 PM

3:36:22 PM

3:39:43 PM

3:40:39 PM

3:40:43 PM

3:41:16 PM

3:43:17 PM

3:43:37 PM

3:44:03 PM

3:45:11 PM

3:45:52 PM

3:46:25 PM

3:46:58 PM

3:47:22 PM

3:48:07 PM

3:48:19 PM

Vice Chairman Cicero - witness Blake
Note: Fields, Angela So did CAC come to LG&E or KU and say we got a hard cap and we
got this extra money, or did that just develop as a result of the
formal conferences that were being held?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Do you think that as a result of this that there will be some kind of
administrative agreement or MOU that helps the administrative
agencies in performing their duties for the future [click on the link
for Vice Chairman Cicero's remakrs.]
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Is the 10% considered reasonable for administration? [Click on the
link for Vice Chairman Cicero's remarks.]
Vice Chairman Cicero - witness Blake
Note: Fields, Angela That's great to hear [click on link for Vice Chairman Cicero's
remarks.]
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Well I do think that if there is not sufficient promotion of the
program [click on the link for Vice Chairman Cicero's remarks.]
Chairman Schmitt - witness Blake
Note: Fields, Angela
Chairman Schmitt - witness Blake
Note: Fields, Angela

Are you finished with your explanation?

Can you name individuals in Louisville Gas and Electric and Kentucky

Utilities that actually work these programs?

Chairman Schmitt - witness Blake
Note: Fields, Angela Okay. We may try to get some information by way of a Post Hearing

Data Request. [Click on the link for Chairman Schmitt's remarks.]

Chairman Schmitt - witness Blake
Note: Fields, Angela Is that true or is it just this group here of Community Action Counsel

is that the only Community Action program that participates?

Chairman Schmitt - witness Blake
Note: Fields, Angela And this one organization administers all those? [Click on link for

Chairman Schmitt's remarks.]

Chairman Schmitt - witness Blake
Note: Fields, Angela I just didn't understand [click on link for Chairman Schmitt's

remarks.]

Chairman Schmitt - witness Blake
Note: Fields, Angela In terms of cost tho I don't know if [click on the link for Chairman

Schmitt's remarks.]

Chairman Schmitt - witness Blake
Note: Fields, Angela I know then in Jefferson County or the area served by Louisville Gas

and Electric it is the Association of Community Ministries that

basically handles that part of the program?

Chairman Schmitt - witness Blake
Note: Fields, Angela Does Louisville Gas and Electric or Kentucky Utilities or its parent

company pay any money to Association of Community Ministries?

Chairman Schmitt - witness Blake
Note: Fields, Angela I'm looking at page 18 of the previous I guess agreement it says

[click on the link for Chairman Schmitt's remarks.]

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake

Note: Fields, Angela

That's case right?

Then what is the seven hundred thousand dollars for that you pay to
ACM?
Chairman Schmitt - witness Blake

Note: Fields, Angela With utility bills?
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3:48:22 PM

3:48:44 PM

3:48:51 PM

3:49:26 PM

3:50:02 PM

3:50:07 PM

3:50:12 PM

3:51:00 PM

3:51:30 PM

3:52:50 PM

3:53:01 PM

3:53:12 PM

3:53:58 PM

3:54:05 PM

3:55:02 PM

3:55:12 PM

3:55:23 PM

3:55:27 PM

3:55:58 PM

3:56:19 PM

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela

Asst. Atty Gen. Chandler
Note: Fields, Angela

Chairman Schmitt - witness Blake
Note: Fields, Angela
Chairman Schmitt - witness Blake
Note: Fields, Angela
Chairman Schmitt - witness Blake
Note: Fields, Angela
Staff Atty Bellamy PSC
Note: Fields, Angela

How is that money distributed? Do you know?
You don't know if they actually receive that in cash money correct?

The reason that I ask is [click on the link for Chairman Schmitt's
remarks.]

The last area I wanted to ask you about was in this case and in the
other cases the Municipal Housing Coalition intervened. Do they
provide money or financial support to low income individuals to help
pay their utility bills to your knowledge?

To your knowledge they do not make any payments to Louisville Gas
and Electric?

Or Kentucky Utilities?

But in terms of facilitating the payment or relief to low income
individuals in need of support for paying their electric bill or gas bill
you don't have any relationship with them?

Thank you very much. I appreciate it. I don't have any other
questions.

Well we may not. Because we may need to open another proceeding
to see if we can [click on the link for Chairman SChmitt's remarks.]

Does it go on everybodies bill?
Thank you. I don't have anything else.

One last thing for the record. When I went back and looked at the
last Duke rate case [click on link for Chairman Schmitt's remarks.]

I think you are right. I forget who was representing but in the 2009
rate case I do believe that issue was raised by the Attorney General.

It was [click on link for Chairman Schmitt's remarks.]
And we all overlook things. Even the PSC.
Okay, thank you. Anybody got cross of the witness?

We did have some questions.

Staff Atty Bellamy PSC - witness Blake

Note: Fields, Angela

Atty Riggs KU and LG&E
Note: Fields, Angela
Atty Sturgeon KU and LG&E
Note: Fields, Angela

I was wondering if you could pull up the KU supplemental response
to the Commission Staff's fourth request for information it was
question number 2? It was the supplement that was filed on
February 25, 2019.

I apologize Counsel what's your reference?

Who is the witness?
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3:57:04 PM

3:57:07 PM

3:57:39 PM

3:57:49 PM

3:58:01 PM

3:58:14 PM

3:59:07 PM

3:59:49 PM

4:00:16 PM

4:00:27 PM

4:01:18 PM

4:01:31 PM

4:02:00 PM

4:02:33 PM

4:02:45 PM

4:03:03 PM

4:03:10 PM

Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Let me know when you are ready?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela If you actually go to page three there at the bottom it says [click on
the link for remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And if you look at the first two pages theres a distinction between
the line locating cost of operating expenses and then capital
expenses.
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Are the capital expense projects identified, are those all LG&E line
locations, for LG&E projects that are capitalized?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So the operating expense portion is line locations for third parties?
Is that correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So looking at the KU operating expense line location expenses
starting in 2015 which is on page 1 its [click on link for remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela That test period number. How is that projected?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And do you pay the contractors on a per location basis or do you
just take the average and then multiply it by the number of line
location request?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela But you forecasted based on the projected number of line location
request times some number that represents what it would cost?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela I would like for you to refer to question number 3 ofLG&E's response
to Commission Staff's fourth request for informatiion?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And I only wanted to refer to the electric [click on the link for
remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Is that line the total electric operating expense for line location for
LG&E in the years identified?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So would the total electric correspond I guess roughly to the KU
total line location given that KU is electric only, would that be a ?
equivalent of the operating expense number for the total operating
expense humber in the KU response in respect to line location cost?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela They include the same thing. I'm not ? the numbers are the same,
I'm trying to say they would include the same expenses that would
be reflected in those numbers? Is that correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So if you look at the LG&E total electric in [click on the link for
remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Is that amount accurate?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And then the base period which is basically the calendar year 2018?
Is that correct?

Created by JAVS on 4/19/2019

- Page 17 of 32 -



4:03:17 PM

4:05:02 PM

4:06:25 PM

4:06:37 PM

4:06:57 PM

4:07:16 PM

4:07:27 PM

4:07:54 PM

4:08:18 PM

4:08:43 PM

4.08:51 PM

4:09:09 PM

4:09:26 PM

4:09:50 PM

4:10:00 PM

4:10:37 PM

4:11:38 PM

Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Why did the total operating expense number for LG&E Electric
increase 300% but the KU total operating expense number basically
increased just as it always has?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela The nature of LG&E system above ground versus underground didn't
necessarily change between 2017 and 20187 Is that correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Would that not ? be true for KU tho?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Are the rates that you are paying the contractors for underground
line location effectively the same for KU and LG&E?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Is it the same contractor doing both?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela But it is the same contractor doing the line location for KU and the
same contractor doing the line location for LG&E correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And I might follow up with a Post Hearing Data Request on this.
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela With respect to the construction in LG&E service territory. Do you
know how much of the line location request starting in 2018 was the
result of Google Fiber?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela That was kind of what I was getting at. Do you all track the extent
to which the increase in line location request are affiliated with any
particular entity requesting?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Do you know when Google Fiber started to build out of their system
in the Louisville area?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Do you know if yall track the cost for line location by mile or by
foot?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela I'm just trying to figure out if there is anyway to determine how
much of this line location was associated with the build out of
Google Fiber?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela LG&E and KU don't engage in project financing correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Essentially that means you don't take out a particular loan or a
particular line of credit to fund a specific capital project?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Do you assign any specific financing to any particular operating or
physical purpose?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So essentially LG&E and KU the companies can't go back and say
that the proceeds for this particular loan were used to x?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Generally you'll fund capital projects with short term debt whether
that's commercial paper and then once it gets high enough you're
going to do a bond issuance and essentially pay of that short term
debt with the long term debt correct?
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4:12:06 PM

4:12:48 PM

4:13:02 PM

4:13:46 PM

4:14:06 PM

4:14:15 PM

4:14:33 PM

4:16:27 PM

4:16:50 PM

4:17:27 PM

4:17:45 PM

4:18:38 PM

4:18:44 PM

4:19:12 PM

4:19:34 PM

4:20:16 PM

4:21:35 PM

Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela The general corporate purposes along with that do the companies
use short term debt to finance operating expenses?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela You said that you use short term debt to fund general corporate
purposes. What type of purposes would that be?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela So the difference between operating cashflow and ? cashflow, so if
the operating expenses are exceeding the cash flow coming in then
the operating expenses would be funded by short term debt?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela If you have short term debt available and your operating expenses
are exceeding the cash coming in then you will use short term debt
to fund operating expenses correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela And then that debt is rolled over into long term debt correct?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Given that would you agree that capitalization could be higher than
rate base because operating expenses are financed through short
term debt and rolled into long term debt?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela It's basically getting to the point of capitalization versus rate base
and the difference between the two [click on the link for remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela But you would agree that with operating expenses being funded
through short term debt that that capitalization number could
include operating expenses that have been funded through debt?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela The rate base would go up if you fund operating expenses through
short term debt?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Is there anyway to track [click on the link for remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Is there anyway to determine the extent to which operating
expenses have been funded through capitalization?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela But that would be nearly impossible to go back and track that?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Under what circumstances would the cost bais of the companies
plant be higher than the total amount of capital they have in the
company?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela I'm just curious [click on link for remarks.]
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela How is the amount of capital that you've invested in the companies
how would the cost basis of the plant of the companies ever exceed
the total amount of capital that has been invested into the
companies?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela Under what circumstance could the total value of the plant exceed
the total amount of capital that you've invested into the company?
Staff Atty Bellamy PSC - witness Blake
Note: Fields, Angela I understand you offset rate base by that number. But you don't
include deferred taxes in capitalization is that correct?
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4:22:22 PM

4:22:39 PM

4:23:14 PM

4:23:41 PM

4:23:49 PM

4:23:59 PM

4:24:57 PM

4:26:03 PM

4:26:11 PM

4:26:34 PM

4:27:05 PM

4:28:15 PM

4:28:21 PM

4:29:40 PM

4:29:52 PM

4:30:01 PM

4:30:46 PM

4:30:52 PM

4:31:55 PM

4:32:07 PM

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

witness Blake
Sorry just looking to see what else I have.

witness Blake
I'm just looking at LG&E's response to Attorney General's First
Request for information item number 84.

witness Blake
So you were basically asked about the amount of credit card rebates
[click on the link for remarks.]

witness Blake
We were just curious what accounted for that discrepancy?

witness Blake
No, no, no. Not the variances in years. I'm saying [click on the link
for remarks. ]

witness Blake
But in the offset of the revenue requirement for credit card rebates
in the stipulation for LG&E Electric it was .18 and then for LG&E Gas
it was .003 which don't add up to the 2016 and 2017 numbers.

witness Blake
And this is a request for information. The stipulation to the extent
that there are any spreadsheets attached to that would it be
possible to provide those in excel format?

witness Blake
And in the request I can specify specifically so you don't have to
guess.

witness Blake
I was just going through your testimony with respect to the
stipulation.

witness Blake
It starts on page 8 but goes on to page 7 of your testimony
regarding the stipulation. Other depreciation expense changes [click
on link for remarks.]

witness Blake
What are the certain plant items I guess that, that number reflects?

witness Blake
And it is an attachment to the exhibit, and the ones with a changed
rate are highlighted?

Vice Chairman Cicero - witness Blake

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

How did you make a change in depreciation?
witness Blake
I'm looking at page 11 of your testimony. [Click on link for remarks.]
witness Blake
And the 4.25% rate. What was that based on?
witness Blake
I should have been more clear. What was the credit spread that this
was based on and the underline treasuring rate?
witness Blake
And this is for debt that was set to be issued in May of 2019?
witness Blake
Do you know what the current treasuring rate is?
witness Blake
I'm kind of skipping around here so bare with me.
witness Blake
I'm looking at page 13 and its your testimony on extending the
amortization of the July 2018 storm damage regulatory asset from
five years to ten years.
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4:32:17 PM

4:32:38 PM

4:33:34 PM

4:33:50 PM

4:33:56 PM

4:35:02 PM

4:35:10 PM

4:35:32 PM

4:35:40 PM

4:35:57 PM

4:36:14 PM

4:36:29 PM

4:36:41 PM

4:37:14 PM

4:37:48 PM

4:41:35 PM

4:41:51 PM

4:42:15 PM

4:42:46 PM

4:42:53 PM

4:42:55 PM

4:43:42 PM

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela

Staff Atty Bellamy PSC -

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

witness Blake
Does that regulatory asset carry a carrying charge based on the cost
of capital?
witness Blake
What I am meaning is if you slow the amortization will that incrrease
the value over time?
witness Blake
All T was trying to get at is there is a carrying charge on that?
witness Blake
On page 13 the ? revenues in rate base.
witness Blake
Is this item moving I guess a credit from the ECR to base rates?
witness Blake
So the companies proposed to move the credit which would of
increased the based rates and decreased the ECR charge?
witness Blake
But this stipulation [click on link for remarks.]
witness Blake
I just have a couple more questions. I'm almost finished.
witness Blake
Page 11 I believe its your rebuttal testimony.
witness Blake
You talked about slippage [click on the link for remarks.]
witness Blake
With respect to both KU and LG&E have each of the companies been
involved in two forecasted test year rate cases?
witness Blake
And those cases are 2014-00272 2018-00294 correct?
witness Blake
Was either of those cases fully litigated?
witness Blake
I'm looking at page 13 of your rebuttal testimony and I think you
disagreed with the Attorney General's witness [click on the link for
remarks.]
witness Blake
I was curious if you would be able to provide the actual slippage
factor that you used to do both of those calculations?
witness Blake
I'm just checking these. I'm almost finished.
witness Blake
Do you have any kind of numbers on the number of projects you
typically have and the extent to which they typically go beyond
schedule or finish early?
witness Blake
Do you all track that type of stuff?
witness Blake
I think that's all the questions I have.

Commissioner Cicero questions?

Vice Chairman Cicero - witness Blake

Note: Fields, Angela

Just on the stipulation [click on the link for Vice Chairman Cicero's
remarks.]

Vice Chairman Cicero - witness Blake

Note: Fields, Angela

But its an actual reduction not a deferral is my comment.
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4:43:57 PM

4:44:03 PM

4:44:27 PM

4:44:59 PM

4:45:13 PM

4:45:19 PM

4:46:28 PM

4:46:35 PM

4:46:45 PM

4:47:09 PM

4:47:13 PM

4:47:18 PM

4:47:20 PM

4:47:23 PM

4:47:29 PM

4:47:45 PM

4:48:32 PM

4:50:01 PM

4:50:04 PM

4:50:12 PM

Vice Chairman Cicero - witness Blake
Note: Fields, Angela That's okay let me go to the questions I have.
Vice Chairman Cicero - witness Blake
Note: Fields, Angela The two big ones we touched on briefly and you said that you
couldn't reach an agreement so the asset lives right now are being
evaluated for appropreitness?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela I guess since you are entering into the stipulation that those new
depreciation rates will be adopted by the company?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela As far as the just over 8 million dollars [click on the link for Vice
Chairman Cicero's remarks.]
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Does the company ? data of yours?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Was this a situation were the company tried to change the
depreciation and it was objected to? Or the ash pond life was never
aligned with the assets it was serving?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Well that makes it a lot more [click on the link for Vice Chairman
Cicero's remarks.]
Vice Chairman Cicero - witness Blake
Note: Fields, Angela Because the depreciation rates are not going to be adjusted from
where they were?
Vice Chairman Cicero - witness Blake
Note: Fields, Angela So that's good I'm happy to hear that. So I really don't have any
other questions [click on link for Vice Chairman Cicero's remarks.]
Commissioner Mathews - witness Blake
Note: Fields, Angela I don't have anything.
Chairman Schmitt - witness Blake
Note: Fields, Angela
Chairman Schmitt - witness Blake
Note: Fields, Angela Anything?
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela I have two redirect Chairman.
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela Do you recall the questions Staff Counsel asked you about the slip
adjustments Mr. Blake?
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela And in connection with that you were pointing out with the slippage
adjustment the company also sustains [inaudible]? Do you recall
that discussion?
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela So the regulatory lag is not reflected in the slippage adjustment, its
a separate phenomenon that the companies experience?
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela And another answer to Staff Counsel in connection with the
questions about the slippage adjustment. You mentioned [inaudible]
can you comment further on that?
Atty Riggs KU and LG&E - witness Blake
Note: Fields, Angela Thank you. That's all the questions I have your honour.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmit
Note: Fields, Angela

No questions.

May this witness be excused?

Is that the case?
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4:50:16 PM

4:50:27 PM

4:51:09 PM

4:51:30 PM

4:51:44 PM

4:51:49 PM

4:52:10 PM

4:52:15 PM

4:52:20 PM

4:52:30 PM

4:52:35 PM

4:52:45 PM

4:52:54 PM

4:52:59 PM

4:53:03 PM

4:59:50 PM

5:00:22 PM

5:00:28 PM

5:01:17 PM

5:04:23 PM

5:06:06 PM

5:06:29 PM

5:06:55 PM

Chairman Schmit
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela The Attorney General will call Mr. Cummings.
Chairman Schmitt - witness Cummings
Note: Fields, Angela Swearing in.
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela May I Chairman?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Do you mind to state your name and organization for the record?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Do you mind to provide your address?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela And did you cause to be filed direct testimony in this matter?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela On whose behalf did you initially provide that direct testimony?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Is it your understanding that the testimony is now being sponsored
by the Attorney General's Office?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Do you have any corrections to that testimony?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela And if you were asked those same questions that you were asked in
discovery and testimony in this matter, will your responses be the
same?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela And do you adopt those responses and your testimony in this matter
as your testimony?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela The Attorney General submits Mr. Cummings for cross examination
Chairman.

Okay. Mr. Chandler do you intend to call your other witnesses?

If I may, earlier I made a motion [click on the link for remarks.]

Witness Cummings
Note: Fields, Angela If I may, just to give a background [click on link for remarks.]
Chairman Schmitt - witness Cummings
Note: Fields, Angela Well let me ask you this [click on link for remarks.]
Chairman Schmitt - witness Cummings
Note: Fields, Angela And that is money that is used to prevent disconnections?
Chairman Schmitt - witness Cummings
Note: Fields, Angela And what else?
Chairman Schmitt - witness Cummings
Note: Fields, Angela When I read your testimony in this case and in the previous case
[clcik on the link for Chairman Schmitt's remarks.]
Chairman Schmitt - witness Cummings
Note: Fields, Angela But somehow there is a lack of [click on link for remarks.]
Asst. Atty Gen. Chandler
Note: Fields, Angela Chairman if I may. I have another copy of the document that Mr.
Cummings is referencing.
Chairman Schmitt - witness Cummings
Note: Fields, Angela I guess I thought that our previous witness indicated [click on link
for Chairman Schmitt's remarks.]
Chairman Schmitt - witness Cummings
Note: Fields, Angela That's a different program from the one you administrator?
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5:09:30 PM

5:11:43 PM

5:13:07 PM

5:13:26 PM

5:13:31 PM

5:14:52 PM

5:15:26 PM

5:18:24 PM

5:20:09 PM

5:20:10 PM

5:20:13 PM

5:20:17 PM

5:21:22 PM

5:21:34 PM

5:21:51 PM

5:21:58 PM

5:22:34 PM

5:23:16 PM

5:23:16 PM

5:23:18 PM

Chairman Schmitt - witness Cummings
Note: Fields, Angela Well that's another agencies issue? In other words [click on link for
Chairman Schmitt's remarks.]
Chairman Schmitt - witness Cummings
Note: Fields, Angela Because under the HEA Program people who are eligible for that are
above the level of eligibility for LIHEAP?
Chairman Schmitt - witness Cummings
Note: Fields, Angela Who makes the ultimate decision?
Chairman Schmitt - witness Cummings
Note: Fields, Angela Would you have any objection to providing Mr. Chandler with the
Attorney General's Office with a copy of that manual?
Chairman Schmitt - witness Cummings
Note: Fields, Angela I have no further questions. Commissioner Cicero or anybody else?
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela So I'm looking at your sheet that has all of the zip codes and the
amount of residential customers in each one [click on the link for
Vice Chairman Cicero's remarks.]
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela Well this is 18 and 17. [Click on link for Vice Chairman Cicero's
remarks.]
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela That's just an observation [click on link for Vice Chairman Cicero's
remarks.]
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela We took the first step in trying to increase funding and now maybe
the next step is to make sure how the programs work and how the
dollars are spent. [Click on link for Vice Chairman Cicero's remarks. ]
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela Thank you. I don't have anything else.
Chairman Schmitt
Note: Fields, Angela I have nothing. Commissioner Mathews?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela If there is no cross. May I have just a tad bit of redirect?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Can you explain what ACM is?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela The grant dollars you are referring to are actually the shareholder
funds in which LG&E has given to the Association of Community
Ministries correct?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Talking about the HEA funding [click on link for remarks.]
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela That is nothing that ACM does at all?
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela So obviously the companies [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela And you would agree that on a normal case that helps all
customers?
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela One last clarifying question.
Asst. Atty Gen. Chandler - witness Cummings
Note: Fields, Angela Thank you Chairman. That's all I Have.
Vice Chairman Cicero - withess Cummings
Note: Fields, Angela On this exhibit that was handed out by the AG. It referenced the
number 44,099 [click on link for remarks.]
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5:25:04 PM

5:25:14 PM

5:25:47 PM

5:25:51 PM

5:26:06 PM

5:26:34 PM

5:26:46 PM

5:26:48 PM

5:26:54 PM

5:26:59 PM

5:27:07 PM

5:27:23 PM

5:27:31 PM

5:27:36 PM

5:27:48 PM

5:28:51 PM

5:29:16 PM

5:30:10 PM

5:30:13 PM

5:30:17 PM

5:30:32 PM

Vice Chairman Cicero - witness Cummings
Note: Fields, Angela So if you look at page one it starts out with 2017 [click on link for
remarks.]
Vice Chairman Cicero - withess Cummings
Note: Fields, Angela Here is my question [click on the link for remarks.]
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela Would that be a duplication of humbers if the total assisted is not
actually 4499?
Vice Chairman Cicero - witness Cummings
Note: Fields, Angela I just wanted to make sure I understood what the chart
represented. I don't have anything else. Thank you.
Chairman Schmitt - witness Cummings
Note: Fields, Angela This witness may be excused unless you have something else?
Asst. Atty Gen. Chandler
Note: Fields, Angela
Chairman Schmitt - witness Tibbs

The Attorney General will call Mrs. Tibbs.

Note: Fields, Angela Swearing in.
Chairman Schmitt - witness Tibbs
Note: Fields, Angela You may ask.

Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Do you mind to state your name for the record please?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And by whom are you employed?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And did you cause to be filed testimony in this matter on behalf of
your employer?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And would you agree that given the changes today your testimony is
now being sponsored on behalf of the Attorney General's Office?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Did you also cause to be filed certain Data Request Responses in
this matter?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Do you have any corrections to your testimony or to those data
request?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And what are those?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela That would be great. If you would identify the page number and the
line number and the specific corrections for the record.
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Yes. And we'll discuss that in a few miinutes.
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And can you say that number again?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And those are the amounts on ??
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Do you have any other corrections?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And if you were asked the same questions that you were in the data
request and your testimony would your answers be the same today?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Including those corrections.
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5:30:35 PM

5:30:41 PM

5:30:47 PM

5:31:46 PM

5:32:06 PM

5:34:40 PM

5:35:14 PM

5:36:24 PM

5:37:18 PM

5:38:22 PM

5:38:31 PM

5:38:50 PM

5:38:54 PM

5:39:12 PM

5:39:16 PM

5:39:20 PM

5:39:21 PM

5:40:09 PM

5:40:12 PM

5:40:57 PM

5:41:19 PM

Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And do you adopt those with those given corrections as your
testimony?
Asst. Atty Gen. Chandler
Note: Fields, Angela And Chairman may I, just a little bit of direct?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela So Mrs. Tibbs can you tell me just a little about what you do at CAC
and maybe as that relates to your experience with the HEA
program?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And generally do you understand how the slots are filled?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Okay, can you explain that just a little bit?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela So lets just say there is a slopt open in Pineville, in Bell County [click
on link for remarks.]
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Or do they send it on to CAC?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela So when somebody enrolls and takes a spot in Pineville [click on the
link for remarks.]
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And your under standing of the amount that Mr. Blake was referring
to [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela And the distinction was that there was more money than slots
effectively?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela I just want to make sure the $25 that the Community Action group
in Pineville billed to CAC [click on the link for remarks.]
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela That is the amount that is under that ten percent cap, correct?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela That's part of the administrative fee?
Asst. Atty Gen. Chandler - witness Tibbs
Note: Fields, Angela Chairman she is available for cross.
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Commissioner Cicero questions?
Commissioner Mathews?

Mrs. Tibbs I noticed that the Community Action Programs

throughout the state [click on the link for remarks.]

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Do you have any idea why that would be the case?

Community Actions. Who makes the decisions about an intervention

or about moving to upgrade a program or not?

Chairman Schmitt - witness Tibbs
Note: Fields, Angela I guess the Executive Director of each of the 22 or how every many

Community Action Programs there are serves on the Board of the

State organization here in Franfort? Is that correct?

Chairman Schmitt - witness Tibbs
Note: Fields, Angela I know in a Kentucky Power case no one intervened on time [click

on the link for Chairman Schmitt's remarks.]
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5:42:05 PM

5:42:55 PM

5:43:28 PM

5:43:43 PM

5:43:47 PM

5:43:52 PM

5:44:57 PM

5:46:17 PM

5:46:36 PM

5:47:24 PM

5:47:30 PM

5:47:42 PM

5:48:05 PM

5:48:38 PM

5:48:44 PM

5:49:09 PM

5:49:20 PM

5:49:57 PM

5:51:02 PM

5:51:35 PM

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

A charge of thirty cents is made a month on every meter [click on
the link for remarks.]

Is that correct?

The last rate case where there was a agreement [click on the link
for Chairman Schmitt's remarks.]

There weren't any other Community Action Agencies involved?
And Community Action Kentucky wasn't involved?

So your agency ended up advocating not only for the people in your
four counties but for the people in the entire service area of
Kentucky Utilities?

I understand what you're saying. But what I am saying is [click on
the link for remarks.]

And those funds come from where?
And what are the requirements for HEAP?
And who established that criteria

Does your agency have documents that would show what that
criteria is?

Would you have any objection to providing that to Mr. Chandler at
the Attorney General's Office? Mr. Chandler would you have any
objection to receiving that and filing it into the record?

Now in so far as the cost associated with the HEAP program [click
on the link for Chairman Schmitt's remarks.]

Is that correct?

If they have administrative expenses that they think are related to
HEAP who do they send their bill too? To Frankfort?

And then what do you do with it?

So they send it to you, and then you send it to Community Action
Kentucky, correct?

Then Community Action Kentucky would send something to
Kentucky Utilities which ultimately pays who?

Have you seen an invoice from your own Community Action Agency
that goes to Community Action Kentucky here in Frankfort?

How are those cost determined?
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5:52:36 PM

5:52:48 PM

5:52:50 PM

5:53:00 PM

5:54:03 PM

5:54:12 PM

5:54:15 PM

5:54:55 PM

5:55:03 PM

5:55:12 PM

5:55:33 PM

5:55:58 PM

5:56:21 PM

5:56:48 PM

5:57:49 PM

5:57:53 PM

5:58:00 PM

5:58:31 PM

5:58:48 PM

5:59:09 PM

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Somebody allocates staff time and puts a dollar figure on that. Who
does that?

And who is that?
Do you know if that varies from month to month or not?

Do you know what the percentage of the total amount of money
available actually goes to cost?

Well I read online [click on the link for Chairman Schmitt's remarks.]
Have you ever seen those?

Can you tell me whether or not you know if legal services form apart
of the expenses that go into the administration of the HEA Program?

? auditing and accounting cost?
You asked someone if legal cost would be included?
But I just asked you that question and you said it was not.

It's your understanding that [click on the link for Chairman Schmitt's
remarks.]

Vice Chairman Cicero - witness Tibbs

Note: Fields, Angela

With your understanding of what the definition of whats included in
the cost they do mention. It could be allocated [click on the link for
Vice Chairman Cicero's remarks.]

Vice Chairman Cicero - witness Tibbs

Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Chairman Schmitt - witness Tibbs
Note: Fields, Angela

Atty Sturgeon KU and LG&E
Note: Fields, Angela

I'm just making sure that she understands that when she says it's
not included [click on link for Vice Chairman Cicero's remarks.]

Do you have any knowledge or information as to whether there is a
contract or contractual relationship between the Community Action
Program either at the state or local levels and either Louisville Gas
and Electric and Kentucky Utilities [click on the link for Chairman
Schmitt's remarks.]

And will you provide that document to Mr. Chandler?

Mr. Chandler we ask that when you receive it if you would file it
with us?

Mr. Chairman [click on the link for remarks.]

Chairman Schmitt - Atty Sturgeon KU and LG&E

Note: Fields, Angela

So the outline to the parameters of the program [click on link for
Chairman Schmitt's remarks.]

Chairman Schmitt - Atty Sturgeon KU and LG&E

Note: Fields, Angela
Atty Kurtz KIUC
Note: Fields, Angela

Is that correct?

Chairman Schmitt, this may be none of my business, but [click on
link for remarks.]
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5:59:50 PM

6:00:43 PM

6:00:44 PM

6:00:59 PM

6:01:10 PM

6:01:27 PM

6:01:30 PM

6:01:35 PM

6:01:40 PM

6:01:50 PM

6:01:57 PM

6:02:02 PM

6:02:42 PM

6:04:47 PM

6:04:55 PM

6:05:12 PM

6:06:02 PM

6:06:50 PM

6:06:54 PM

6:06:57 PM

6:06:59 PM

6:10:49 PM

Chairman Schmitt
Note: Fields, Angela I don't have any further question. I don't know if anyone else does
or not.
Chairman Schmitt
Note: Fields, Angela
Asst. Atty Gen. Chandler
Note: Fields, Angela
Asst. Atty Gen Chandler
Note: Fields, Angela
Chairman Schmitt - witness Hinko
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela Mr. Chandler you may ask.
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela Do you mind to state your name for the record please?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And with who are you employeed?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And what's your employers address?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela Did you cause to be filed Direct Testimony and Data Request
Responses in these matters?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And specifically the LG&E case correct?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela Do you have any corrections to those testimonies?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela If you were asked the same questions as in your Data Request and
your testimony. Would your answers be the same today?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And today do you adopt your responses and your testimony as your
testimony today?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela Very briefly can you explain what Metro Housing Coalition is?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And I assume it is your position that MHCC's affordable utility service
as part of that affordable housing equation?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela And the Metro Housing Coalition also has a unique interest in solar
correct?
Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela I'll provide Mrs. Hinko for cross examination if the Commission
would like.

You may be excused.
Does the Commission have questions for Mrs. Hinko?
The Attorney General will call Mrs. Hinko.

Swearing in.

Chairman Schmitt

Note: Fields, Angela
Chairman Schmitt

Note: Fields, Angela
Chairman Schmitt - witness Hinko

Note: Fields, Angela

Any questions Commissioner Cicero?
Commissoner Mathews?

Mrs. Hinko when was it when you discovered a flaw in the state
criteria that lead to these changes? When was that?
Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela Can I ask a clarifying question Chairman?
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6:10:51 PM

6:10:56 PM

6:10:58 PM

6:11:02 PM

6:11:36 PM

6:12:31 PM

6:12:55 PM

6:13:51 PM

6:14:28 PM

6:15:39 PM

6:15:49 PM

6:15:53 PM

6:18:13 PM

6:18:15 PM

6:18:20 PM

6:19:13 PM

6:20:25 PM

6:20:33 PM

6:20:41 PM

6:20:55 PM

Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela Mrs. Hinko just said we. I want to make clear that she is referring
AEC? Is that correct?

Asst. Atty Gen. Chandler - witness Hinko
Note: Fields, Angela That you're a Board Member of?
Chairman Schmitt - witness Hinko
Note: Fields, Angela
Chairman Schmitt - witness Hinko
Note: Fields, Angela

We understood that, but it is good for the record.

That's what I assumed that on LIHEP that once that information

about the eligibility of families is deternined [click on the link for

Chairman Schmitt's remarks.]

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Which would keep cost very low?

And that's because of a program that the Public Service Commission

initially approved?

Chairman Schmitt - witness Hinko
Note: Fields, Angela But it restricted the number of people who were available for those

benefits?

Chairman Schmitt - witness Hinko
Note: Fields, Angela But LG&E what audits or checks your records or something? Is that

what you are saying?

Chairman Schmitt - witness Hinko
Note: Fields, Angela I've read your testimony in the last two or three cases. And I
wanted to ask [click on the link for Chairman Schmitt's remarks.]
Chairman Schmitt - witness Hinko

Note: Fields, Angela Have you ever read the testimony of Mr. Cummings in any of these
cases?
Chairman Schmitt - witness Hinko
Note: Fields, Angela
Chairman Schmitt - witness Hinko

Note: Fields, Angela

I mean his testimony is pretty comprehensive isn't it?

I know in a lot of respects your positions overlap in the sense that

you both for the same cause? You have the same goal correct?

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Chairman Schmitt - witness Hinko
Note: Fields, Angela

You have a Board of Directors correct?
How many people are on your Board?
Are those people identified on your website?

But the remainder of your Board, are there political figures who are

on your Board? Is the Mayor of Louisville on your Board?

Chairman Schmitt - witness Hinko
Note: Fields, Angela Why don't you just file that if you don't have any objection.

Commission Exhibit 1.

Chairman Schmitt - witness Hinko
Note: Fields, Angela

Asst. Atty Gen Chandler

Note: Fields, Angela

If you would and that would be exhibit 2

I am happy to make them AG Exhibitis 14 and 15 if that would be

better?

Chairman Schmitt - witness Hinko
Note: Fields, Angela Well I saw on your website that you have [click on the link for

Chairman Schmitt's remarks.]
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6:21:12 PM

6:22:22 PM

6:23:50 PM

6:23:52 PM

6:24:08 PM

6:24:30 PM

6:24:42 PM

6:24:45 PM

6:24:53 PM

6:25:19 PM

6:25:20 PM

6:25:27 PM

6:25:38 PM

6:25:41 PM

6:26:16 PM

6:26:47 PM

6:26:56 PM

6:27:10 PM

6:27:32 PM

6:28:08 PM

6:29:22 PM

6:29:35 PM

Chairman Schmitt - witness Hinko

Note: Fields, Angela

Chairman Schmitt - witness Hinko

Note: Fields, Angela

Chairman Schmitt - witness Hinko

Note: Fields, Angela

But I assume that you had people like solar contractors who are
members of your organization?

Well T wanted to speak to you because I could not understand why
you were in this case?

I have no further questions.

Vice Chairman Cicero - witness Hinko

Note: Fields, Angela

Just one request regarding the audit. Do you receive a copy of the
audit that LG&E performs?

Vice Chairman Cicero - witness Hinko

Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

The only request that I have is could you provide to the Attorney
General whatever audit was performed by LG&E or KU?

Send it to Mr. Chandler.

Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela

I can ask for that in a Post Hearing Data request then?

Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela

May I ask one question of redirect?

Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela

Would you agree that at the outset that Metro Housing Coalition was

interested in the new green tariff offerings by LG&E and KU? Was
that of interest or curiosity for you all? The reason you intervened?

Asst. Atty Gen. Chandler - witness Hinko

Note: Fields, Angela

Chairman Schmitt - witness Hinko

Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela
Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

Chairman Schmitt
Note: Fields, Angela

That's all I have Chairman.

Thank you Mrs. Hinko. I appreciate you being here and testifying.
Okay. Do you have anymore witnesses Mr. Chandler?

Are there anymore witnesses to testify?

I will say this [click on the link for Chairman Schmitt's remarks. ]
We have until April 30th to finish.

Let me just make a suggestion on dates and if they are not
reasonable or you need more time let us know.

POST HEARING DATA REQUEST filed by the end of the day on
Monday March 11th?

LG&E and KU could file their responses by the end of the day on
Wednesday March 20th?

Could simultaneously Briefs be filed before the end of the day
Monday April 1st?

What about the rest of you?

If there is a problem if you will call or file a one liner then you will
get a response forthwith.

If there is nothing further, then this hearing is hereby adjourned.
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6:29:44 PM Session Paused
6:29:49 PM Session Ended
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AG's Exhibit 07
AG's Exhibit 08

AG's Exhibit 09
AG'S Exhibit 10
AG'S Exhibit 11
AG's Exhibit 13

AG's Exhibit 14
AG's Exhibit 15
KU and LG&E Exhibit 01

Adjustment of the Electric Rates, Terms, and Conditions of Kentucky Utilities Company

Kentucky Utilities Company: Calculation of Proposed Rate Increase for the Twelve
Months Ended April 30, 2020

Direct Testimony of Glenn Watkins
Direct Testimony of William Seelye
Vontage Engineering: About

Louisville Gas and Electric Comany: Response to First Request for Information of
Association of Community Ministries, Inc. Dated November 13, 2018

2018 State of Metropolitan Housiing Report
Metropolitan Housing Coalition Board of Directors as of June 2018
Kentucky Utilities and Louisville Gas and Electric Company Total Revenue Schedules.
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

in the Matter of:

AN ADJUSTMENT OF THE ELECTRIC )
RATES, TERMS, AND CONDITIONS OF )  CASE NO. 2003-00434
KENTUCKY UTILITIES COMPANY )

DRDPDER

Kentucky Utilities Company (“KU"), a wholly owned subsidiary of LG&E Energy
LLE ("LGBE Energy’),' is an electric utility that generates, transmits, distributes, and
sells electricity to approximately 478,000 consumers in all or portions of 77 counties in
Kentucky.?

BACKGROUND

On November 24, 2003, KU filed a letter giving notice of its intent to file an
application for approval of an increase in its electric rates to produce additional annual
revenues of $58,254,344, an increase of 8.54 percent. On December 29, 2003, KU
filed its application which included new rates to be effective January 31, 2004 and
proposals to revise, add, and delete several tariffs applicable to its electric service. To

determine the reasonableness of the request, the Commission suspended the proposed

"LG&E Energy is a Kentucky limited liability company and is an indirect
subsidiary of E.ON AG, a German multi-national energy corporation.

2 Operating under the name of Old Dominion Power Company, KU generates,
transmits, distributes, and sells electricity to approximately 29,600 consumers in
5 counties in southwestern Virginia. KU also sells wholesale electric energy to
12 municipalities.



©

rates for 5 months from their effective date, pursuant to KRS 278.190(2), up to and
including June 30, 2004.

KU’s last increase in rates was authorized in March 1983 in Case No. 8624 KU
was required to reduce its rates as part of a rate complaint, Case No. 1998-00474,% in
January 2000.

The following parties requested and were granted full intervention: the Attorney
General of the Commonwealth of Kentucky, by and through his Office of Rate
Intervention (*AG”); the Division of Energy ("KDOE”") of the Environmental and Public
Protection Cabinet; the Lexington-Fayette Urban County Government (“LFUCG"): the
Kentucky Industrial Utility Customers, Inc. ("KIUC”); North American Stainless, L. P.
(‘NAS”); The Kroger Company (“Kroger”); the Kentucky Association for Community
Action, Inc. (*KACA”); and the Community Action Council for Lexington-Fayette,
Bourbon, Harrison and Nicholas Counties, Inc. (‘“CAC").

On January 14, 2004, the Commission issued a procedural schedule to
investigate KU’s rate application. The schedule provided for discovery, intervenor
testimony, rebuttal testimony by KU, a public hearing, and an opportunity for the parties
to file post-hearing briefs. On March 23, 2004, the AG, KDOE, KIUC, NAS, Kroger,
KACA, and CAC filed their testimony. Also on March 23, 2004, the Commission

granted KU's motion to consolidate into this case that portion of Case No. 2003-00396,

® Case No. 8624, General Adjustment of Electric Rates of Kentucky Utilities
Company.

* Case No. 1998-00474, The Application of Kentucky Utilities Company for
Approval of an Alternative Method of Regulation of Its Rates and Service.

-2- Case No. 2003-00434



relating to a new KU tariff for Non-Conforming Load (“NCL”) customers.”® On March 31,
2004, the Commission granted a joint motion by KU, the AG, the LFUCG, and KIUC to
consolidate Case No. 2003-00335, an investigation of the Earnings Sharing Mechanism
(“ESM”) for KU, into this proceeding.® KU filed its rebuttal testimony on April 26, 2004.
On April 28, 2004, an informal conference was held with all parties to discuss
procedural matters and the possible resolution of pending issues.  Additional
conferences were held on April 29, 2004 and May 3, 2004. The public hearing was
convened on May 4, 2004,” at which time the parties indicated that significant progress
had been made toward resolving many of the issues and they requested the hearing be
delayed to allow additional discussions.® This request was granted and, on May 5,
2004, the parties announced a tentative agreement on two documents that resolved
many of the issues. One document, titled “Settlement Agreement” (*ESM Settlement”),
provided for the orderly discontinuance of the ESM. The other document, titled “Partial
Settlement Agreement, Stipulation and Recommendation” (“Partial Settlement and
Stipulation”), addressed all the remaining issues, including the NCL tariff, and resolved

many but not all of the issues raised in KU's rate case.

® Case No. 2003-00396, Tariff Filing of Kentucky Utilities Company and Louisville
Gas and Electric Company for Non-Conforming Load Customers.

®Case No. 2003-00334, An Investigation Pursuant to KRS 278.260 of the
Earnings Sharing Mechanism Tariff of Kentucky Utilities Company.

"For administrative efficiency, the public hearing for this case was held
simultaneously with the hearing for the rate case filed by the Louisville Gas and Electric
Company (“LG&E"). See Case No. 2003-00433, An Adjustment of the Gas and Electric
Rates, Terms, and Conditions of Louisville Gas and Electric Company.

® Transcript of Evidence (“T.E."), Volume |, May 4, 2004, at 36-39 and 57-60.
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() Because the Partial Settlement and Stipulation did not resolve the issue of the
appropriate revenue increase and depreciation rates for KU’s electric operations, the
hearing proceeded in the afternoon of May 5, 2004 with testimony being presented by
KU and the AG. The hearing on those issues concluded on May 6, 2004. The parties
subsequently finalized the ESM Settlement and the Partial Settlement and Stipulation
and, on May 12, 2004, they filed the final versions of both documents.® During that
hearing, the KDOE, KIUC, NAS, Kroger, KACA, and CAC withdrew their respective
prefiled testimonies and responses to data requests on those testimonies. A hearing
was then held on that date to receive testimony on the reasonableness of both
documents.

On June 4, 2004, KU and the AG timely filed briefs in accordance with the

RN procedural schedule. All information requested at the public hearing has been filed and

the case now stands submitted for a decision.

ESM SETTLEMENT

KU previously submitted its calendar year 2003 ESM filing pursuant to its ESM

tariff and it was docketed as Case No. 2004-00070."° |n that filing, KU calculated its

®The ESM Settlement is attached hereto as Appendix A and the Partial
Settlement and Stipulation is attached hereto as Appendix B. Both documents are
incorporated into this Order as if fully set forth herein.

. "9 Case No. 2004-00070, Kentucky Utilities Company’s Annual Earnings Sharing
Mechanism Filing for Calendar Year 2003.
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2003 ESM billing factor to be 2.367 percent for April 1, 2004 through April 30, 2004, and
2.330 percent for May 1, 2004 through March 31, 2005,

Under the terms of the ESM Settlement, the parties recommend that an Order be
issued in Case No. 2004-00070 approving KU’s 2003 ESM billing factors as filed and
authorizing KU to bill them through March 31, 2005. KU would then collect and retain
all this revenue. No later than May 2005, KU is to perform a final balancing adjustment
to reconcile any over- or under-collection of the 2003 ESM revenues as billed from April
2004 through March 2005. Effective July 1, 2004, the ESM will be discontinued and KU
will waive its rights to make any billings or seek any collections under its ESM tariff for
its operations during the first 6 months of 2004.

The Commission has reviewed the ESM Settlement and finds that it constitutes a
reasonable resolution of the issues related to the continuation of KU's ESM. When the
Commission offered the ESM to KU in 2000, the intent was that this alternative form of
regulation would provide sufficient incentives to KU to improve its performance while

reducing the business risks inherent in over- and under-earnings. The management

"' Under the provisions of its ESM tariff, KU is required to file a determination of a
balancing adjustment to the current ESM billing factor, reflecting a true-up for any over-
or under-collections experienced with the previous ESM billing factor. The revision in
the 2003 ESM billing factor reflects the balancing adjustment for the 2002 ESM billing
factor.
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audit performed for the Commission concluded,” and KU confirmed in its own
testimony, that the ESM has not incented KU to operate any differently than it would
have without an ESM. In light of these results, the termination of the ESM as currently
configured is reasonable. Therefore, the Commission will approve the ESM Settlement
in its entirety. An Order confirming this will be issued in Case No. 2004-00070 in the
near future.

The Commission notes that the ESM Settlement provides that nothing therein will
bar a party from seeking, or the Commission from reinstating, an ESM which is
designed to accomplish reasonable and valid regulatory objectives.  While the
Commission is now approving the termination of the current ESM because it did not
achieve its intended purpose, we will take this opportunity to reaffirm our support for
alternative rate-making mechanism‘s. KU is encouraged to continue considering
alternative regulation, and, if it decides to propose one in the future, it should do so after

seeking input from its customer representatives.

2 The Barrington-Wellesley Group, Inc. (‘BWG”) performed the ESM
management audit and issued its final report on August 31, 2003. BWG determined
that the ESM was an effective alternative to traditional cost of service regulation,
although it did recommend some modifications to the current structure. The BWG
report stated “However, it is the LG&E/KU management’'s position that the ESM
program did not change management behavior. Management contends that LG&E and
KU already had a strong continuous improvement program and that the ESM reinforced
this behavior and added a regulatory mechanism for dealing with the ebb and flow of
earnings over time.” BWG Report at IV-1.
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PARTIAL SETTLEMENT AND STIPULATION

Unanimous Provisions

The Partial Settlement and Stipulation reflects a unanimous resolution of a
substantial number of the issues raised, including the revenue allocations, the rate
design, and KU’s proposed changes in its terms and conditions of service. The major

provisions of the Partial Settlement and Stipulation for KU that have been unanimously

agreed to are as follows:

KU will establish a pilot time-of-day program for no more than 100
commercial customers with a monthly demand between 250 kW and
2,000 kW."

Future Commission Orders approving cost recovery of KU's
environmental projects pursuant to KRS 278.183 will be based upon
an 11.00 percent return on common equity until that return is modified
by the Commission.

All costs associated with KU’s 1994 environmental compliance plan will
be removed from KU’s monthly environmental surcharge filings and will
be recovered in KU's base rates.

All miscellaneous charges applicable to electric operations should be
approved as proposed by KU except that the Disconnect-Reconnect
Charge should be $20.00 and KU’s After-Hours Reconnect Charge will
be withdrawn.

The monthly KU residential customer charge should be $5.00 per
month; KU’s Rate GS primary should be $10.00 per month; KU's Rate
GS secondary should be $10.00 per month; and all other customer
charges should be implemented as proposed by KU.

KU Rate GS will be available to electric customers with connected
loads up to 500 kW.

KU’s expenditure of $1 million per year for nitrogen oxide incurred
pursuant to its contract with Owensboro Municipal Utilities will be
recovered through KU’s environmental cost recovery filings pursuant to

3 This reflects a stipulation agreement between KU and Kroger dated May 4,

2004 and attached to the Partial Settlement and Stipulation as Exhibit 2.
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Q) KRS 278.183. The recovery of these costs will begin in April 2005
based upon the February 2005 expense month for KU.

e KU will offer a Curtailable Service Rider ("*CSR1”) to current customers
who meet the eligibility requirements set forth in KU’s proposed CSR1,
subject to specific terms and conditions.

e New customers not currently served under an existing curtailable
service rider will be eligible to take curtailable service under a new
curtailable service rider tariff (“CSR2”) as proposed by KU, except such
customers will be able to buy through a request for curtailment only
after having been on the CSR2 service for 3 years with no failure to
curtail when requested.

* The NCL service tariff should be renamed “large industrial-time of day”
("LI-TOD”), and the LI-TOD should be the same as the NCL tariff
proposed in Case No. 2003-00396, subject to changes outlined in the
Partial Settlement and Stipulation.

* Unless the Commission has already modified or terminated the Value
Delivery Team (“VDT") surcredit in a subsequent rate case, 6 months
prior to the expiration of the 60-month period in which the VDT
surcredits are in operation, KU will file with the Commission a plan for
- the future rate-making treatment of the VDT surcredits, shareholder
savings, amortization of VDT costs, and all other VDT-related issues.
The VDT surcredit tariff will remain in effect following the 60" month
until the Commission enters an Order on the future rate-making
treatment.

* In conjunction with the AG, KACA, and CAC, KU will file with the
Commission plans for program administration of a year-round Home
Energy Assistance (“HEA”) program based solely upon a 10-cent per
residential meter per month charge for a period of 3 years. The HEA
programs will be operated by existing social service providers with
experience in operating low-income energy assistance programs, and
the providers will be entitled to recover actual operating expenses up
to 10 percent of total HEA funds collected. KU will be entitled to
recover its one-time information technology implementation costs
through its Demand-Side Management mechanism. The HEA
programs to be filed will commence on October 1, 2004. The
Commission’s approval of the Partial Settlement and Stipulation will
constitute approval of the HEA parameters as proposed, subject to
further review by the Commission of additional programmatic details.
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* KU will not seek approval of a prepaid metering program within the
next 5 years, and any such program proposed thereafter will be subject
to prior Commission approval.

Non-unanimous Provisions

The Partial Settlement and Stipulation contains additional provisions that relate to
issues in the rate case that were agreed to by all parties except the AG. Consequently,
the Commission cannot accept these non-unanimous provisions as resolutions of the
issues covered. The non-unanimous provisions which were agreed to by KU and all
intervenors except the AG are as follows:

e Effective July 1, 2004, KU's revenues should be increased by
$46,100,000.

¢ The electric rates as set forth in Exhibit 1 to the Partial Settlement and
Stipulation are the fair, just, and reasonable rates for KU and those
rates should be approved by the Commission for service rendered on
and after July 1, 2004.

¢ KU's depreciation rates should remain the same as approved in the
Order of December 3, 2001 in Case No. 2001-00140," until the
approval by the Commission of new depreciation rates for KU. KU
must seek approval by filings made in its next general rate case or
June 30, 2007, whichever occurs earlier. The new depreciation filings
are to be based on plant in service as of a date no earlier than 1 year
prior to such filing. From and after the effective date hereof, KU will
maintain its books and records so that net salvage amounts may be
identified.

ANALYSIS OF THE PARTIAL SETTLEMENT AND STIPULATION

In its application, KU proposed an annual increase in its electric revenues of
$58,254,344. The AG proposed an annual increase in KU's electric revenues of

$2,635,000. In the Partial Settlement and Stipulation, KU and all the intervenors except

% Case No. 2001-00140, Application of Kentucky Utilities Company for an Order
Approving Revised Depreciation Rates.
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the AG agree that an annual increase in electric revenues of $46,100,000 is reasonable.
Since all parties have not reached a unanimous settlement on KU’s electric revenues,
the Commission must consider all the record evidence on this issue, including the issue
of depreciation rates, and render a decision. This. decision will be based on a
determination, for KU’s electric operations, of its capital, rate base, operating revenues,
and operating expenses as would normally be done in a rate case.

The provisions of the Partial Settlement and Stipulation that have been agreed to
by all parties cover issues other than the level of KU's rates and its depreciation rates.
With respect to these unanimous provisions, the Commission may accept them only
after conducting an independent analysis to determine whether they are reasonable and
in the public interest. The Commission will make its determination of the
reasonableness of these unanimous provisions after it addresses the appropriate rate
level for KU.

TEST PERIOD

KU proposes the 12-month period ending September 30, 2003 as the test period
for determining the reasonableness of its proposed electric rates. The AG also utilized
this 12-month period. The Commission finds it is reasonable to utilize the 12-month
period ending September 30, 2003 as the test period in this proceeding. In utilizing a
historic test period, the Commission has given full consideration to appropriate known

and measurable changes.
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RATE BASE

Jurisdictional Rate Base Ratio

KU’s application proposed a test-year-end Kentucky jurisdictional rate base of
$1,549,420,616."° The AG did not calculate a test-year-end Kentucky jurisdictional rate
base. The test-year-end Kentucky jurisdictional rate base is divided by KU’s test-year-
end total company rate base to derive a Kentucky jurisdictional rate base ratio
(“jurisdictional ratio”). This jurisdictional ratio is then applied to KU's total company
capitalization to determine KU's Kentucky jurisdictional capitalization. The jurisdictional
ratio uses the test-year-end rate base before recognizing rate-making adjustments
applicable to the either Kentucky jurisdictional or other jurisdictional operations.' KU
and the AG used an allocation ratio of 87.97 percent."’

The Commission has reviewed the calculation of the test-year-end jurisdictional
rate base and agrees with the calculation, except for the treatment of accumulated
deferred income taxes (“ADIT") associated with Statement of Financial Accounting
Standards (“SFAS 109”) No. 109. The balance for ADIT used in the determination of

rate base reflects the account balances for four accounts in the Uniform System of

'® Rives Direct Testimony, Rives Exhibit 3.

'® KU's other jurisdictional operations reflect the Old Dominion Power Company
operations in Virginia and the wholesale municipal energy sales subject to the
jurisdiction of the Federal Energy Regulatory Commission (“FERC").

7 Rives Direct Testimony, Rives Exhibit 3.
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( "‘) Accounts (“USoA”): Account Nos. 190, 281, 282, and 283."® Account No. 190 normally
is a debit balance, while the remaining three accounts normally are credit balances.
The balances in these accounts are netted together to determine the amount to be
included in the rate base calculations. If the net ADIT amount is a net credit balance, it
is shown in the rate base calculations as a positive deduction, while a net debit balance
is shown as a negative deduction.

When KU calculated its test-year-end rate base, it reported the total net credit
balance resulting from Account Nos. 190, 282, and 283 as ADIT."® The subaccounts
making up the balances for these three accounts included SFAS 109 ADIT
subaccounts.?

KU then reported the net balance of Account Nos. 182.3 and 2542' as its SFAS

e ;. 109 ADIT. The SFAS 109 ADIT amounts from Account Nos. 190, 282, and 283 have a

'® Account No. 190, Accumulated Deferred Income Taxes: Account No. 281,
Accumulated Deferred Income Taxes — Accelerated Amortization Property; Account
No. 282, Accumulated Deferred Income Taxes — Other Property; and Account No. 283,
Accumulated Deferred Income Taxes — Other. The Commission notes that KU's
financial statements do not show a balance for Account No. 281

'® Consistent with previous Commission decisions, KU also excluded ADIT
associated with "below the line” items from the ADIT balance included in the rate base
calculation. See Response to the Commission Staff's Second Data Request dated
February 3, 2004, Item 15(f)(1) through 15(f)(5).

** Response to the Commission Staff's First Data Request dated December 19,
2003, ltem 13(a)(b), pages 3 and 4 of 9.

21 Account No. 182.3, Other Regulatory Assets and Account No. 254, Other
Regulatory Liabilities. The subaccount balances used in the calculation are identified as
SFAS 109 taxes. For Account No. 182.3, KU used the subaccount balances for 182301
through 182304. For Account No. 254, KU used the subaccount balances for 254001
through 254004. See Response to the Commission Staff's First Data Request dated
December 19, 2003, ltem 13(a)(b), pages 2 and 4 of 9.
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net debit balance, while the SFAS 109 amounts from Account Nos. 182.3 and 254 have
a net credit balance. The erroneous inclusion of the balances from Account Nos. 182.3
and 254 has the effect of partially offsetting the SFAS 109 ADIT recorded in Account
Nos. 190, 282, and 283. This results in the deductions section of the rate base being
overstated and the total rate base being understated. The correct presentation of the
ADIT balances is the separation of the SFAS 109 ADIT from the regular ADIT.

The Commission believes the ADIT and SFAS 109 ADIT included in the rate
base calculations should reflect only the balances as recorded in Account Nos. 190,
282, and 283. The calculation of KU’s test-year-end Kentucky jurisdictional and total
company rate bases and the jurisdictional ratio are shown in Appendix D. Therefore,
the Commission has determined that KU's jurisdictional ratio is 87.14 percent.

Pro Forma Jurisdictional Rate Base

KU calculated a pro forma Kentucky jurisdictional rate base of $1,396,102,637.%
The AG did not calculate a pro forma rate base, but proposed that KU's total company
rate base be reduced by $7,089,556.2° KU's calculations reflected the approach utilized
by the Commission in previous rate cases to determine the pro forma rate base, but did
not recognize certain adjustments normally included therein.

While KU removed the utility plant, construction work in progress, and
accumulated depreciation associated with its Post-1994 environmental compliance plan

(“Post-1994 Plan”), it should have removed the ADIT associated with the Post-1994

22 Response to the Commission Staff's Third Data Request dated March 1, 2004,
Item 38.

%3 Majoros Direct Testimony at 6-7.
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Plan.  Excluding the Post-1994 Plan ADIT is consistent with the Commission’s
treatment of this item in Case No. 1998-00474.2* KU should have included in its
balance for accumulated depreciation its proposed increase in depreciation expense, an
adjustment the Commission has consistently recognized.?® Finally, KU should have
determined its cash working capital allowance for total company purposes utilizing the
1/8" formula approach.?

The Commission has determined KU's pro forma Kentucky jurisdictional rate
base for rate-making purposes by beginning with the test-year-end Kentucky
jurisdictional rate base utilized to determine the jurisdictional ratio, and then
incorporating the adjustments discussed previously in this Order. The adjustment to
accumulated depreciation reflects the increase in test-year depreciation expense
discussed later in this Order. The cash working capital allowance has been adjusted to
reflect the accepted pro forma adjustments to operation and maintenance expenses as

discussed later in this Order.?”

4 Case No. 1998-00474, final Order dated January 7, 2000, at 56-58 and
Appendix B, and rehearing Order dated June 1, 2000, at 2-4.

?® See Case No. 2000-00080, The Application of Louisville Gas and Electric
Company to Adjust Its Gas Rates and to Increase lts Charges for disconnecting
Service, Reconnecting Service and Returned Checks, final Order dated September 27,
2000, at 18-20.

?® Response to the Commission Staff's Second Data Request dated February 3,
2004, ltem 15(f)(6).

#" The adjustments made to determine the pro forma electric rate base are listed
in Appendix D.
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Based upon the previous findings, we have determined KU'’s pro forma Kentucky

jurisdictional rate base for rate-making purposes as of September 30, 2003 to be as

follows:
Total Utility Plant in Service $2,898,076,555
Add:
Materials & Supplies 57,926,039
Prepayments 2,935,464
Emission Allowances 59,742
Cash Working Capital Allowance 49,853,452
Subtotal $ 110,774,697
Deduct:
Accumulated Depreciation 1,374,772,984
Customer Advances 1,455,980
Accumulated Deferred Income Taxes 244 469,347
SFAS 109 Accumulated Deferred Income Taxes (17,891,956)
Investment Tax Credit (prior law) 5,453,260
Subtotal $1,608,259,615
Pro Forma Electric Rate Base $1.400,591,637

Reproduction Cost Rate Base

KU presented a total company reproduction cost rate base of $3,160,720,995,
and a Kentucky jurisdictional reproduction cost rate base of $2,752,873,919.2% The
costs were determined principally by indexing the surviving plant and equity using the
Handy-Whitman Index of Public Utility Construction Costs and the Consumer Price

Index.?®

The Commission has given consideration to the proposed reproduction cost
rate base, but finds that using KU's historic cost for rate base is appropriate and

consistent with precedents for KU and other utilities in Kentucky.

%8 Rives Direct Testimony, Rives Exhibit 4.

29 Rives Direct Testimony at 24.
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CAPITALIZATION

KU proposed an adjusted Kentucky jurisdictional capitalization  of
$1,318,124,983.%° Included in its capitalization were adjustments for the removal of
undistributed subsidiary earnings, the investment in Electric Energy, Inc., the removal of
other investments, the removal of reimbursed capital invested to repair the combustion
turbines at the E. W. Brown Generating Station, the retirement of the Green River Units
1 and 2, the removal of KU's Post-1994 environmental compliance plan investments,
and to reverse KU's minimum pension liability adjustment to Other Comprehensive
Income. KU allocated the removal of undistributed subsidiary earnings and the
minimum pension liability adjustments to common equity only, while it allocated all the
other proposed adjustments on a pro rata basis to all components of capitalization.

The AG proposed an adjusted Kentucky jurisdictional capitalization of
$1,307,662,608.%" The AG agreed with all of KU's adjustments to capitalization except
the adjustment for the minimum pension liability. Both KU and the AG determined the
Kentucky jurisdictional capitalization by multiplying KU’s total company capitalization by
the jurisdictional ratio described above. This is consistent with the approach used by
the Commission in previous KU rate cases.

Minimum Pension Liability

KU adopted SFAS No. 130, Reporting Comprehensive Income, on January 1,
1998. SFAS No. 130 requires a company to report a measure of all changes in equity,

not just resulting from transactions and economic events currently reflected in the

% Rives Direct Testimony, Rives Exhibit 2.

*! Majoros Revenue Requirements Direct Testimony, Exhibit MJM-3.
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determination of net income. The changes that are not currently reflected in net income
are called Other Comprehensive Income items. Other Comprehensive Income items
include foreign currency translation changes, unrealized holding gains and losses on
available-for-sale securities, mark-to-mark gains and losses on cash flow hedges, and
minimum pension liability. For each of these items, the liability is fully recognized on the
balance sheet but not yet on the income statement, because the financial impact that
unrealized changes in value may eventually cause have not occurred and have not
been included in the income statement under generally accepted accounting
principles.® A minimum pension liability occurs when, as of a measurement date,*® the
discounted benefits previously earned by participants in the pension plan exceed the
market value of the pension trust assets, thus representing an unfunded pension benefit
earned by plan participants to date.

For calendar year 2002, due to the below-average performance of the stock
market and low interest rates, KU determined it had a total company minimum pension
liability of $10,462,375.** KU recorded the $10,462,375 as a component of its Other
Comprehensive Income and reduced its equity accordingly. KU argued that it would be
an unfair regulatory policy to reduce common equity today for a loss not yet recorded on

the income statement, and a loss that may or may not actually be incurred.®® In its

*2 Response to the Commission Staff's Second Data Request dated February 3,
2004, Item 15(c)(3), page 8 of 16.

% The measurement date is normally the last day of a calendar year.
* Rives Direct Testimony, Rives Exhibit 2.

*® Rives Direct Testimony at 21.
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application, KU requested that it be permitted to reverse the entry for the minimum
pension liability and record a regulatory asset to effect the reversal. The minimum
pension liability is recalculated every year and, consequently, the regulatory asset
would be revised and adjusted annually. Because of this feature, KU contended that
the regulatory asset would not have to be amortized.

The AG opposed the proposed adjustment citing three reasons. First, the AG
contended that the equity adjustment had actually been made and was an actual known
and measurable adjustment to capitalization. Because of this fact, the AG believed that
reversing the write-down was not consistent with previous Commission decisions.
Second, the AG did not believe the creation of the regulatory asset as proposed by KU
was consistent with or allowed by SFAS No. 71. The AG believes that regulatory assets
established under SFAS No. 71 are recovered through amortization of the asset to the
income statement, while the proposed regulatory asset for the minimum pension liability
would be extinguished through balance sheet accounting. Lastly, the AG expressed
concern that the establishment of the regulatory asset for the minimum pension liability
would result in a presumption that the underlying costs are recoverable from ratepayers
in the future and any prudence review of those costs in the future would be precluded.®

KU disagreed with the AG’s arguments, noting that the write-down is not a
permanent adjustment to its equity balance since the minimum pension liability will
change with each measurement date. KU argued that the AG's reliance on the
Commission’s decision in Case No. 1998-00474 had no bearing on how the reversal of

the write-down for the minimum pension liability should be treated. As to establishing a

% Majoros Revenue Requirements Direct Testimony at 4-6.
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regulatory asset under SFAS No. 71, KU stated that FERC has issued an accounting
decision permitting the establishment of the minimum pension liability regulatory asset
for utilities with cost based regulated rates.>” KU dismissed the AG’s concern that the
creation of the regulatory asset would preclude a prudence review of pension costs in
the future, noting that KU had not asserted such a claim and that the AG’s witness had
agreed that the FERC decision letter had eliminated the prudence concern.®

The Commission has not previously addressed this issue. The accounting
treatment for the minimum pension liability is in effect a means of disclosing a
contingency, since there is no corresponding change in the company’s current pension
expense recognized in the income statement. The minimum pension liability required
by SFAS No. 130 and the proposed regulatory asset are unique, in that the balance is
determined periodically and the recorded liability and proposed asset are adjusted
accordingly. In the event the market value of the pension trust assets exceed the
discounted benefits previously earned by participants in the pension plan, there would
be no minimum pension liability and no corresponding adjustment to the company’s
equity.

The Commission finds KU's adjustments to be reasonable. The write-down of

KU’s equity due to the minimum pension liability is not a permanent event, with the

" Rives Rebuttal Testimony at 8. In a request dated October 31, 2003, the
Edison Electric Institute filed a request with FERC seeking an accounting ruling
supporting the creation of a regulatory asset for those utilities required to recognize a
minimum pension liability as part of the determination of Other Comprehensive Income.
On March 29, 2004, FERC’s Deputy Executive Director and Chief Accountant issued a
decision in FERC Docket No. Al04-2-000 allowing for the creation of the regulatory
asset for accounting purposes. See Rives Rebuttal Testimony, SBR Rebuttal Exhibit 1.

% Joint Post-Hearing Brief of LG&E and KU at 27.
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adjustment recalculated at the measurement date of the pension plan. Consequently,
this adjustment to equity is not the same as the adjustment cited by the AG from Case
No. 1998-00474. The accounting decision issued by FERC addresses the AG's
concerns regarding the legitimacy of creating the regulatory asset, and that the
regulatory asset will not be amortized and recognized as a current operating expense.*
Lastly, the Commission stresses that establishing this regulatory asset creates no
presumption that the underlying pension costs are either reasonable or recoverable
from ratepayers in the future.

Based upon these findings, KU'’s proposal is accepted and the equity in its total
company capitalization is increased by $10,462,375.

SFAS No. 143 — Asset Retirement Obligation (“ARO”") Adjustment

KU adopted SFAS No. 143, Accounting for Asset Retirement Obligations, on
January 1, 2003. Under SFAS No. 143, if a utility determines it has a legally
enforceable ARO, the utility must measure and record the liability for the ARO on its
books. The liability must be recorded at fair market value in the period that the liability
is incurred. A corresponding and equivalent ARO asset is also recorded on the utility’s
books to recognize the cost of removal as an integral part of the cost of the associated
tangible asset. Utilities are also required to recognize the cumulative effect impact on
their financial statements resulting from the adoption of SFAS No. 143. The cumulative
effect impact represents the ARO asset depreciation and ARO liability accretion that

would have been recorded had the asset and liability been recorded when the original

% The Commission notes that the FERC accounting decision was issued after
the AG had filed his direct testimony in this case.
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asset was placed into service. On April 9, 2003, FERC issued Order No. 631,* which
generally adopted the requirements of SFAS No. 143,

In Case No. 2003-00427,*" KU sought approval of an accounting adjustment to
its ESM for calendar year 2003 to reflect its adoption of SFAS No. 143 in 2003. KU and
KIUC, the only intervenor in that case, filed a stipulation that resolved all issues raised
therein. Among other things, the stipulation provided that, “The ARO assets, related
ARO asset accumulated depreciation, ARO liabilities, and remaining regulatory assets
associated with the adoption of SFAS No. 143 will be excluded from rate base.”?

Now, KU has proposed to remove the cumulative effect of the accounting change
resulting from the adoption of SFAS No. 143*° and to remove the ARO assets from the
determination of its pro forma rate base.** However, KU did not propose any
adjustment to its Kentucky jurisdictional capitalization corresponding with the rate base
adjustment for the ARO asset. In order to be consistent with KU'’s efforts to remove the

impact of the adoption of SFAS No. 143, it is necessary to exclude the ARO assets from

KU’s Kentucky jurisdictional capitalization. Such an adjustment is also consistent with

*FERC Order No. 631 is the final rule in Accounting, Financial Reporting, and
Rate Filing Requirements for Asset Retirement Obligations, Docket No. RM02-7-000.

*1 Case No. 2003-00427, Application of Kentucky Utilities Company for an Order
Approving an Accounting Adjustment to be Included in Earnings Sharing Mechanism
Calculations for 2003.

*? Case No. 2003-00427, final Order dated December 23, 2003 at 3.

*3 Rives Direct Testimony, Rives Exhibit 1, Schedule 1.25.

£ Response to the Commission Staff’'s Third Data Request dated March 1, 2004,

Item 38, page 1 of 2, line 6. The adjustment to the pro forma Kentucky jurisdictional
rate base was $7,408,501.
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previous decisions by the Commission when items are removed from the calculation of
rate base. Therefore, the Commission has reduced KU's Kentucky jurisdictional
capitalization, on a pro rata basis, by $7,408,501.
Based on the findings herein, the Commission has determined that KU’s test-
year-end Kentucky jurisdictional capitalization should be $1,297,055,596. The
calculation of the jurisdictional capitalization is shown in Appendix E.

REVENUES AND EXPENSES

For the test year, KU reported actual net operating income from Kentucky
jurisdictional operations of $86,167,531.* KU proposed a series of adjustments to
revenues and expenses to reflect more current and anticipated operating conditions,
resulting in an adjusted net operating income from Kentucky jurisdictional operations of

£ $60,956,866.%° The AG also proposed numerous revenue and expense adjustments,
resulting in net operating income from Kentucky jurisdictional operations of
$84,669,000.” The Commission finds that 21 of the adjustments, proposed in KU’s
application and accepted by the AG, are reasonable and will be accepted. During the
proceeding, KU identified and corrected errors in several other adjustments originally
proposed in its application. The Commission finds that three of these other
adjustments, as corrected by KU and accepted by the AG, are reasonable and they will
also be accepted. All of these 24 adjustments are set forth in detail in Appendix F,

which is attached hereto.

* Rives Direct Testimony, Rives Exhibit 1, page 1 of 3, line 1.

Bl Id., page 3 of 3, line 42.

“” Majoros Accounting Direct Testimony, Exhibit MJM-2.
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The Commission makes the following modifications to the remaining proposed
adjustments:

Year-End Customer Adjustment

KU proposed to annualize its test-year revenues based on the number of
customers served at test-year-end. lts adjustment was based on a comparison of the
number of customers at year end to the 12-month average for the test year for each
customer class. It proposed a corresponding electric expense adjustment, based on an
operating ratio of 60.28 percent of the revenue adjustment, to reflect the related
increase in variable operating expenses. KU'’s proposed adjustment increased revenues
by $251,167 and expenses by $151,410.

Although the Commission strives for consistency on these issues, we recognize
that we have accepted different methodologies to calculate customer growth
adjustments in prior rate cases.”® In some of those cases, adjustments were accepted
based on a 12-month average, as KU has proposed here, and in other cases
adjustments were accepted based on a 13-month average. The accepted adjustments
may have been based on proposals by the utilities or the intervenors, or derived by the
Commission from the record.

This record here includes KU's original calculation based on a 12-month

average, as well as a revision based on a 13-month average provided in response to

8 See Case No. 1990-00158, Adjustment of Gas and Electric Rates of Louisville
Gas and Electric Company, final Order dated December 21, 1990 at 40; Case No.
1998-00455, Application of Grayson Rural Electric Cooperative Corporation for an
Adjustment of Rates, final Order dated July 8, 1999, at 4; and Case No. 2000-00373,
The Application of Jackson Energy Cooperative Corporation for an Adjustment of Rates,
final Order dated May 21, 2001, at 11-12.
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discovery.”* The Commission finds that using a 13-month average to calculate the
customer growth adjustment is more appropriate than the 12-month average proposed
by KU. A 13-month average, which includes the last month immediately prior to the first
month of a test year, better recognizes the number, or balance, of an item as of the
beginning of the test year. This approach is used to derive average balances in other
areas, such as materials and supplies, prepayments, and fuel inventories.

For these reasons, the Commission will accept the adjustment based on a
13-month average, as filed in KU's data response. The result is an increase in electric
revenues of $556,927 and an increase in operating expenses of $335731. These
amounts will be recognized in determining KU's revenue requirements.

Depreciation Expense

KU proposed to increase its jurisdictional depreciation expense $2,091,278 over
its test-year actual level. This increase was based on its plant balances as of
September 30, 2003, and the application of new depreciation rates as proposed in this
proceeding. KU's new depreciation study was based on utility plant in service as of
December 31, 2002 and was developed utilizing the Straight Line Method, the Broad
Group Procedure, and the Average Remaining Life Technique.® KU's current
depreciation rates were approved in Case No. 2001-00140 based on a settlement, and
the depreciation study filed in that case was based on plant in service as of December

31, 1999.

“® Response to the Commission Staffs Third Data Request dated March 1, 2004,
ltem 25.

*® Robinson Direct Testimony at 1 and 6.
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The AG opposed KU's proposed increase, citing several problems with the new
depreciation rates as well as some of the net salvage values included in those rates.
The AG argued that the net salvage incorporated into KU's proposed depreciation rates
was not reflective of the actual net salvage experienced by KU, included future inflation
in the estimates of future net salvage expense, and included retirement costs that KU
likely would never incur and had no legal obligation to incur.’’ The AG contended that
KU’s depreciation proposal is not consistent with FERC Order No. 631, which requires
separate accounting for the cost of removal collected.>? Lastly, the AG stated that the
service lives used for several transmission and distribution plant accounts were
incorrect.”

The AG recalculated the proposed depreciation rates by correcting the incorrect
service lives and excluding the net salvage component. In lieu of retaining the net
salvage component in depreciation rates, the AG proposed an annual net salvage
allowance of zero for KU, since it had been experiencing positive net salvage during its
actual 5-year average experience. The AG contended that the net salvage allowance is
consistent with the requirements of FERC Order No. 631. Based on his recalculation,
the AG proposed to reduce KU'’s test-year depreciation expense by $23,126,000.>* The

AG also suggested that $235,100,000 in overstated depreciation reserve should be

" AG’s Post-Hearing Brief at 7-12.
*2 Majoros Depreciation Direct Testimony at 28-29 of 51.
%3 |d. at 46-48 of 51.

> Majoros Accounting Direct Testimony, Exhibit MJM-7.
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returned to ratepayers over a 10-year period;* but he did not include this amount in his
proposed depreciation adjustment.

KU disagreed with the AG’s criticisms of the proposed depreciation rates.
Concerning the treatment of net salvage, KU argued that the AG’s approach would have
the effect of deferring removal costs to the end of the life of the asset. This deferral
would result in intergenerational inequities because the customers who use the asset
today are not paying the cost of removal today. Rather, those who are customers at the
end of the asset life would have to pay the cost of removal.*® Concerning the AG’s
claim that separating the net salvage component from depreciation rates is required by
FERC Order No. 631, KU noted that this claim is not supported by the language in the
FERC Order.®” KU also stated that the AG’s proposed net salvage allowance was
rarely accepted by regulatory agencies and that the AG's citations to previous
Commission decisions in electric cooperative cases did not disclose the entire
decision.®® Lastly, KU stated that the AG's selection of the longest available service
lives for certain transmission and distribution assets reflected a ‘results-oriented”
approach to determining depreciation rates.%®

Based on a comprehensive review of both depreciation studies, the Commission

has concerns about each of them. For KU’s study, the Commission has concerns about

% AG’s Post-Hearing Brief at 15,

% Joint Post-Hearing Brief of LG&E and KU at 43.
*"1d. at 47.

%8 1d. at 43.

1d, at 47-48.
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the inclusion of an inflation adjustment for the removal costs. Depreciation methods
inherently recognize inflationary effects, since the depreciation rates are based upon
comparisons of the original cost of the asset to the current cost of removal. This
recognition assumes that future inflation rates will be similar to historical inflation rates.
If it can be adequately demonstrated that future inflation rates will be different from the
historical inflation rates, an inflation adjustment would be reasonable. However, to
properly reflect this change in inflation rates, the effects of inflation currently
incorporated in the accumulated depreciation would need to be removed. In response
to a data request, KU provided a revision of its proposed depreciation rates that did not
include adjustments based upon future estimates of inflation or other judgmental
factors.®® After reviewing these rates, the Commission believes there are still problems
related to the inflation adjustment that was contained in KU's initial depreciation study.
Therefore, the Commission finds that KU’s depreciation sfudy should be rejected.
Concerning the AG'’s study, except for its recognition of KU’s double counting of
inflation, the Commission finds little justification for the AG’s position and cannot accept
his proposals as reasonable. The AG proposes that net salvage be based on a 5-year
average. KU contends that the 5-year average is not appropriate because of
intercompany transfers between LG&E and KU.°' The Commission notes that the major
reason for basing depreciation rates on an analysis of historical records is the

expectation that the future is likely to follow trends that have occurred in the past.

®® Response to the Commission Staff's Second Data Request dated February 3,
2004, ltem 24(b), corrected in Robinson Rebuttal Testimony at 53 and Rebuttal Exhibit
EMR-7.

®! Robinson Rebuittal Testimony at 16.

-27- Case No. 2003-00434



Therefore, it is not reasonable to use a 5-year average that contains unrepresentative
i data, but rather it would be more reasonable to use a longer time period in which such
anomalies are likely to be averaged out.

The AG’s claim that KU likely would never incur, or had no legal obligation to
incur, the included retirement costs is irrelevant. The real question is whether it is
reasonable to capitalize the cost of removal in order to recover those costs over the life
of the investment. Capitalizing the cost of removal is a common practice and it has
been accepted by this Commission for a number of years. The AG has not presented
sufficient evidence in this case to persuade us to change this practice.

The AG has also suggested that $235,100,000%% of alleged over-stated
depreciation reserve be amortized back to ratepayers over 10 years. What the AG

(”> seems to have not recognized is that when the remaining life technique is utilized, one
of the early steps in the process of calculating remaining life rates is to calculate a
theoretical reserve.  The amount of deviation, whether positive or negative, of the
actual reserves from the calculated theoretical reserves is then spread over the
remaining life of the investment. Amortizing the deviation from the theoretical reserve
over the remaining life of the investment is reasonable, and is normally incorporated in
the depreciation rates. The performance of depreciation studies on a regular basis,
including the determination of the current deviation from the theoretical depreciation

reserve, is a reasonable alternative to an amortization over a fixed period of years.

®2The AG did not provide a schedule showing the determination of the
$235,100,000 but instead references approximately 20 pages of detailed accounting
printouts as the source of the figure. See Majoros ARO and SFAS 143 Direct
Testimony at 21.
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The AG’s extension of certain transmission and distribution asset service lives
appears to be arbitrary rather than based on objective data. Depreciation estimates are
just that - estimates. There are zones of reasonableness within which reasonable
people will disagree. However, it is not reasonable to always select the service life that
produces the lowest depreciation rates. Therefore, the Commission finds that the
depreciation study submitted by the AG should also be rejected.

The Commission is especially concerned by the AG’s interpretation of the
provisions of FERC Order No. 631. As discussed above, FERC Order No. 631
generally adopted the provisions of SFAS No. 143. The AG’s proposal to establish a
net salvage allowance relates to non-ARO assets, those assets for which KU does not
have a legal retirement obligation. Concerning the removal costs associated with these
non-ARO assets, FERC Order No. 631 states:

37. The purpose of this rule is to establish uniform accounting
requirements for the recognition of liabilities for legal obligations
associated with the retirement of tangible long-lived assets. The
accounting for removal costs that do not qualify as legal retirement
obligations falls outside the scope of this rule. The Commission is aware
that there is an ongoing discussion in the accounting community as to
whether the cost of removal should be considered as a component of
depreciation. However, this issue is beyond the scope of this rule and we
are _not convinced that there is a need to fundamentally change
accounting concepts at this time.

38. Instead we will require jurisdictional entities to maintain separate
subsidiary records for cost of removal for non-legal retirement obligations
that are included as specific identifiable allowances recorded in
accumulated deprecation in order to separately identify such information
to facilitate external reporting and for regulatory analysis, and rate setting
purposes. (emphasis added)

The language in FERC Order No. 631 clearly does not require the separation of the net

salvage component from depreciation rates or the creation of a net salvage allowance
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as advocated by the AG. The requirement that separate subsidiary records be
maintained is significantly different from requiring separation from depreciation rates.

Based on our findings to reject both of the depreciation studies submitted in this
record, the Commission has normalized KU’s test-year depreciation expense by
applying the current depreciation rates to the utility plant in service as of September 30,
2003. This results in an increase to KU's jurisdictional depreciation expense of
$412,065.° The Commission further recognizes KU’s willingness to file a new
depreciation study by the earlier of its next general rate case or June 30, 2007, based
on plant in service as of a date no earlier than one year prior to the filing. This proposal
is reasonable and will be accepted by the Commission.

Labor and Labor-Related Costs

KU proposed an increase in its jurisdictional labor and labor-related costs of
$1,002,076. The proposed adjustment reflected the annualization of wages and
salaries for the test year, the associated impact on payroll taxes, and an increase in the
401(k) company match.®® When preparing the adjustment, KU assumed that Social
Security and Medicare taxes would apply to 100 percent of the wage increase. |t

subsequently determined that at the end of year 2003, 99.06 percent of the wages did

% Response to the Commission Staff's Second Data Request dated February 3,
2004, ltem 16(a), page 3 of 7. For total company operations, the normalized
depreciation expense increase was $472,016. Applying the jurisdictional allocation
factor of 87.299 percent results in a Kentucky jurisdictional increase of $412,065.

* Rives Direct Testimony, Rives Exhibit 1, Schedule 1.12.
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not exceed the Social Security wage limit, and it revised the increase proposed for the
payroll taxes.®

The Commission believes that the labor adjustment should reflect the impact of
the Social Security wage limit. The approach utilized by KU to determine the impact of
this wage limit is reasonable. Based on this revised payroll tax adjustment, the
Commission finds that KU'’s jurisdictional labor and labor-related costs should be
increased by $1,001,546.%°

Pension and Post-Retirement Expenses

KU proposed to increase its test-year jurisdictional expense for pensions and
post-retirement expenses by $3,014,859. KU explained that this adjustment was
necessary to reflect the 2003 known and measurable changes in the expenses as
determined by its actuary.

The AG opposed this adjustment on the basis that KU was locking into base
rates a very high level of pension and post-retirement expense that would very probably
decline in the next few years. The AG argued that low interest rates and changes in the
pension and post-retirement plan asset values contributed to the high level of expense
KU was seeking to recover in this case. The AG contended that interest rates should
begin to increase over the next decade and that the value of the pension and post-

retirement plan asset values would probably increase too. The AG noted that most

% Response to the Commission Staff's Second Data Request dated February 3,
2004, Item 16(d)(3).

® The increase of $1,001,546 reflects an increase in wages of $1,024,366, plus a
payroll tax increase of $77,767, plus an increase in the 401(k) company match of
$25,404. These components total $1,127,537. Applying the jurisdictional allocation
factor of 88.826 percent results in the Kentucky jurisdictional increase of $1,001,546.
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companies do not fully revalue their pension assets each year, but rather use a
‘smoothing” technique when determining the plan asset values. The AG claimed that
the rejection of KU’s proposed adjustment would be consistent with the Commission’s
treatment of this expense in Case No. 2000-00080.%”

KU disagreed with the AG’s position and asserted that the assumptions
underlying the AG'’s testimony were incorrect and not supported. KU noted that the
assumption that low interest rates have contributed to the rise in the pension and post-
retirement expense is not necessarily correct. Depending on the plan demographics, a
lower interest rate may not always cause increases in the interest cost component. KU
stated that its external auditor does not permit it or the other LG&E Energy companies
to use the “smoothing” technique, but instead requires the use of the fair market value
methodology. KU argued that the AG’s unsupported speculation does not eliminate the
fact that the proposed increase in pension and post-retirement expense is a known and
measurable adjustment that should be adopted.®®

The Commission has in previous cases recognized the results of current
actuarial studies in determining the reasonable level of pension and post-retirement

expenses to include for rate-making purposes.®® Here, KU has provided substantial

®” Majoros Accounting Direct Testimony at 10-16.
% Scott Rebuttal Testimony at 11-14.

® See Case No. 2000-00373, May 21, 2001 Order at 13-14 and Case No. 2001-
00244, Adjustment of Rates of Fleming-Mason Energy Cooperative Corporation, final
Order dated August 7, 2002 at 15-186.
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evidence to support its adjustment and we find it persuasive. The Commission also
notes that KU’s pension and post-retirement plans are currently underfunded.”

The Commission is not persuaded by the AG’s arguments. The determination of
pension and post-retirement benefit obligations and expenses is a very complex
calculation, yet the AG isolates and comments on only two of many factors that are
considered in those calculations. The AG has offered very little tangible evidence in
support of his assumptions. While citing the Commission’s decision in Case No. 2000-
00080 as support for his proposed disallowance of KU’'s adjustment, the AG has not
explained how the circumstances described in that decision are applicable to KU's
current situation.”’ Therefore, the Commission finds that KU’s proposal to increase its
jurisdictional pension and post-retirement expense is reasonable and should be
approved.

The Commission does have concerns about the underfunded status of KU's
pension and post-retirement plans. KU should develop and implement a plan that
eliminates the underfunding within a reasonable period of time. This plan should be
filed with the Commission within one year from the date of this Order. In addition, KU
should file progress reports describing the progress made in eliminating the

underfunding of its pension and post-retirement plans. The progress reports should be

9 Post-Hearing Data Responses to Information Requested by the Commission
Staff and the AG during Hearing held May 4-6, 2004, Item 9.

""In Case No. 2000-00080, LG&E had proposed an adjustment to pension
expense based on a 5-year average of historical pension costs. The AG’s adjustment
had been based on an actuarial estimate rather than a full actuarial report for calendar
year 2000. After noting problems with both approaches, the Commission rejected both
adjustments and left pension expense at the test-year level. See Case No. 2000-
00080, September 27, 2000 Order at 33-35.
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filed every two years, and will be due with the filing of KU’s annual financial report. The
first progress report should be filed by March 31, 2007,

Storm Damage Expense

KU proposed to normalize its storm damage expense by using a 4-year historic
average adjusted for inflation. KU noted that it only had 4 years of historical data
available for this adjustment, and that the February 2003 ice storm expenses were not
included in the calculation of the proposed adjustment. KU stated that this was the
same methodology utilized by the Commission in Case No. 1990-00158. The
normalization resulted in a jurisdictional decrease of $473,014 over the test-year actual
expense.

While the Commission would prefer the use of a 10-year historic average, that
data is not available and we will agree with the methodology used by KU. However, the
inflation factor was not determined in a manner consistent with the approach used by
the Commission in previous cases. The inflation factor previously used by the
Commission is based upon the Consumer Price Index — All Urban Consumers ("CPI-
U").” To determine the inflation factor for a particular year, the Commission divides the
CPI-U for the base year by the CPI-U for the particular year.”®> The Commission has

recalculated the storm damage expense adjustment using the inflation factor approach

"2 KU provided the CPI-U for the 4-year period in its response to the Commission
Staff's Second Data Request dated February 3, 2004, ltem 16(f).

" In this case, the base year is 2003. The calculation of the inflation factor for

2000 would take the CPI-U for 2003 divided by the CPI-U for 2000, in this example,
184.0 divided by 172.2. This results in an inflation factor for 2000 of 1.0685.
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previously utilized and determined that KU’s jurisdictional storm damage expense
should be decreased by $474,209.

Rate Case Expense

When KU filed its rate case, it estimated that the total cost of the case would be
$1,057,368. KU requested the recovery of its rate case expenses over a 3-year period,
noting that this approach was consistent with previous Commission decisions. Based
on the estimated rate case expenses, KU included a rate case expense of $352 456.
Throughout this proceeding, KU has been filing updated rate case expense information,
KU'’s latest update of actual rate case expense shows a total expense of $1,190,654.74

Consistent with previous decisions, the Commission believes that only the actual,
reasonable rate case expenses incurred in presenting this case should be recovered
over a 3-year period. However, a review of KU's invoices for legal services reveals that
the descriptions of services provided have been redacted for several line items on the
basis that the information was protected by the attorney-client privilege.”® KU later
provided an affidavit of its counsel to affirm that the redacted legal costs were
associated with this rate case.”® The Commission recognizes and appreciates KU's

right to assert its privilege to not disclose the nature of certain legal work performed by

" KU Updates of the Responses to the Commission Staff's First Data Request
dated December 19, 2003, Items 43, 44, and 57, filed May 28, 2004. KU has provided
supporting documentation for all rate case expenses reported throughout this
proceeding. The last update reported expenses of $1,190,710, but the Commission
determined there was an error in the math on the schedule of expenses.

’® Response to the Commission Staff's Second Data Request dated February 3,
2004, Item 1, pages 8, 14, 17-18, and 21-25 of 83.

"® Response to the Commission Staff's Third Data Request dated March 1, 2004,
Item 3(c).
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its attorneys. However, when a utility seeks to recover an expenditure in its rates, the
Commission is obligated to review the nature of that expenditure to verify that it is just
and reasonable. In this instance, we are unable to determine from the evidence of
record the nature of certain legal services performed and whether those services were
related to this rate case. Therefore, the Commission finds that $18,929 should be
disallowed from the latest reported actual rate case expense. The Commission has
calculated that the first year of a 3-year amortization of the actual rate case expenses is
$390,575 and jurisdictional operating expenses have been increased by this amount.

Injuries and Damages

KU proposed to adjust its test-year expense for injuries and damages based on
normalizing the actual expenses for a 5-year period, adjusted for inflation. KU used the
same methodology that it proposed for adjusting its storm damage expense, except that
it excluded its test-year expenses and based the adjustment on the past 5 years rather
than 4 years. KU determined its jurisdictional injuries and damages expense needed to
be increased by $261,138. KU subsequently stated that a 10-year historical period
would result in a better representation of normal expenses, and it recalculated the
adjustment for injuries and damages using the same methodology as it did for storm
damage expense, but with a 10-year period. The recalculation produced an increase in
expense of $1,218,999.77

The Commission finds it reasonable to calculate this adjustment using the same
methodology used to determine the storm damage expense adjustment. Like storm

damages, the injuries and damages expense can fluctuate significantly from year to

" Scott Rebuttal Testimony at 6-7 and VLS Rebuttal Exhibit 2, page 2 of 2.
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year. The 10-year historic average, adjusted for inflation, should produce a more
reasonable ongoing level of expense. The recalculated adjustment in KU'’s rebuttal
testimony used the same inflation factors as KU used in its storm damage expense
adjustment. As discussed previously, the inflation factors were not determined in a
manner consistent with previous Commission decisions. The Commission has
calculated the 10-year historic average for injuries and damages, adjusted for inflation.
Based upon this calculation, the Commission finds that KU’s jurisdictional injuries and
damages expense should be increased by $1,238,006.

Information Technology Staff Reduction

In October 2003, LG&E Energy Services, Inc. reduced its Information
Technology staff by 27 employees. KU proposed a jurisdictional operating expense
reduction of $601,682, to reflect the savings from this staff reduction, offset by the first
year of a 3-year amortization of the costs to achieve the reduction. KU determined the
savings from the reduction based on payroll expense, payroll tax, and the 401(k) plan
match.”®

The Commission notes that KU did not recognize savings from the Team
Incentive Awards (“TIA") program in its calculation of this adjustment.’”® The

Commission finds that these savings should be included in the calculation of the

’® Rives Direct Testimony, Rives Exhibit 1, Schedule 1.26.
" KU indicated that the TIA savings resulting from this staffing reduction would

be $77,514 on a total company basis. See Response to the Commission Staffs Third
Data Request dated March 1, 2004, ltem 21.
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adjustment. Consequently, KU’s jurisdictional operating expenses should be reduced
by $670,534.%

Nitrogen Oxide (“NOx") Expense

Under the terms of its current power contract with Owensboro Municipal Utilities
("OMU"), KU is obligated to pay OMU an increase in demand charges for KU’s portion
of OMU’s environmental compliance with NOx regulations beginning July 1, 2004. KU
proposed a jurisdictional expense increase of $1,959,879, which reflects its estimate of
the increases in demand charges that will begin on July 1, 2004.

The increase in the purchased power demand costs is associated with OMU'’s
debt service on its NOx compliance facilities. The payment of this additional debt
service is recognized in the current contract between KU and OMU. The debt service
dates are fixed and will not change, and KU will be billed the debt service in July 2004
once the project is declared commercially operational.®’ The interest rate on the debt is
a variable rate. KU’s actual purchased power demand costs from OMU could fluctuate
monthly depending on the percentage of OMU'’s capacity that KU uses and the interest
rate on the debt.®?

While the Commission agrees that KU will have to pay increased demand

charges to OMU due to the debt service on OMU’s NOx compliance facilities, the

* The adjustment was recalculated using the format shown in Rives Exhibit 9
Schedule 1.26 and increasing line 7 by the TIA expense savings of $77,514. The
88.826 percent jurisdictional factor was applied to the net cost reduction to arrive at the
$670,534.

5 Response to the Commission Staffs Second Data Request dated February 3,
2004, Item 16(1)(1) and Attachment to the Response, page 1 of 3.

%2 T.E., Volume I, May 5, 2004, at 156-157.
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amount of that payment is not sufficiently measurable. The payments to OMU could
vary from the amounts KU has estimated due to different levels of capacity used by KU
and fluctuations in the variable interest rate charged for the NOx facilities debt. In
addition, KU is not expected to begin incurring this expense until 9 months after the end
of its test year in this case. The Commission generally has not recognized adjustments
occurring that far beyond the end of the test year. Based upon these factors, the
Commission finds that KU’s estimate of its increased OMU demand charge is not
sufficiently measurable to permit inclusion for rate-making purposes. Therefore, KU'’s
proposed adjustment is rejected.

February 2003 lce Storm Expenses

Between February 14-16, 2003, KU'’s distribution system was impacted by a
significant ice storm. KU incurred $15,540,679 in jurisdictional operating and
maintenance expenses due to the storm, and received an insurance reimbursement for
$8,944,009 during the test year. KU proposed to defer and to amortize the
unreimbursed balance of the ice storm expenses over a 5-year period, contending this
approach was consistent with the Commission’s treatment of 1974 tornado damages for
LG&E.®® KU's proposal would net the first year's amortization expense of $1,319,334
against the unreimbursed balance of $6,596,670, resulting in a reduction in test-year
jurisdictional operating expenses of $5,277,336.

The unreimbursed ice storm expenses were recorded as expenses during 2003

and, as such, were included in the calculation of KU's earnings under its calendar year

% Rives Direct Testimony, Rives Exhibit 1, Schedule 1.31 and Scott Direct
Testimony at 14.
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2003 ESM.**  For calendar year 2003, KU experienced an earnings deficit of
$24,157,776.° Under the provisions of KU's ESM, 40 percent of this deficit, or
$16,232,669, was recovered through an ESM factor charged on ratepayers bills
beginning in April 2004.%86  While acknowledging that the unreimbursed ice storm
expenses were included in the ESM calculations for 2003, KU argued that its proposed
adjustment in the rate case was an attempt to normalize this type of expense in base
rates. KU excluded the unreimbursed ice storm expenses from its storm damage
expense adjustment to avoid skewing the results for the storm damage expense
calculation.?’

Given the nature and significance of the event, the Commission believes that
KU’s proposal to defer and amortize over 5 years the February 2003 ice storm is
reasonable. However, we do not agree on the amount to be deferred. While KU has
focused its arguments on establishing a reasonable level of expense to be included for
rate-making purposes, it has ignored the fact that a portion of the expenses it proposes
to defer are already being recovered from ratepayers through its ESM. As the terms of
the ESM Settlement, discussed previously in this Order, provide that the calendar year
2003 ESM factor is to be accepted as filed, the Commission will modify the amount of

unreimbursed ice storm expenses recovered through base rates.

# T E., Volume I, May 5, 2004, at 158,

% See Case No. 2004-00070, Form 1, line 4.

% Forty percent of the 2003 earnings deficit is $9.663,110. The total amount
collected through the ESM factor from ratepayers reflects 40 percent of the earnings

deficit grossed up for income taxes.

% TE., Volume I, May 5, 2004, at 159-160,
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The Commission has reduced the unreimbursed ice storm expenses by 40
percent, leaving $3,958,002 eligible for deferral and amortization. The first year of a
S-year amortization of this amount equals $791,600. The adjusted first-year
amortization will then be netted against the test-year total unreimbursed ice storm
expense to determine the adjustment to jurisdictional operating expenses. Based on
these calculations, the Commission finds that KU’s jurisdictional operating expenses
should be reduced by $5,805,070.

Retirements at Green River and Pineville

KU proposed to reduce its jurisdictional operating and maintenance expenses by
$705,035 to reflect the retirement of its Green River Units 1 and 2. KU incurred these
expenses during the test year, but since KU planned to retire the units in early 2004, it
removed the expenses for rate-making purposes. During the processing of this case, it
was discovered that KU had paid property taxes on these units and the jurisdictional
amount of the property taxes was $153.%% KU noted that due to FERC accounting for
the retirement of Green River Units 1 and 2, the net book asset value associated with
the generating units would not be reduced; consequently, KU’s property taxes may not
actually reduce.®

Regardless of how the retirement has been accounted for by KU, the
Commission believes that if the asset is not providing service to ratepayers and has

been retired, no costs associated with the retired asset should be recovered from

! Post-Hearing Data Responses to Information Requested by the Commission
Staff and the AG during Hearing held May 4-6, 2004, Item 8.

8 4.
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ratepayers.  Therefore, the Commission finds that KU's adjustment to remove
jurisdictional expenses resulting from the retirement of Green River Units 1 and 2
should be increased by $153 to a total adjustment of $705,188.

In December 2002, KU retired the Pineville Unit 3 generating unit. KU
acknowledged that there were jurisdictional operating and maintenance expenses and
property taxes associated with Pineville Unit 3 in its test-year operating expenses.®® KU
stated that it was an oversight that these expenses had not been removed from the test
year and agreed such an adjustment should be made.®’ However, KU raised the same
concern about the property taxes associated with Pineville Unit 3 as it did for the Green
River Units 1 and 2.%2

The Commission believes the operating and maintenance expenses and property
taxes associated with the retired Pineville Unit 3 should be excluded for rate-making
purposes, as was done for the Green River Units 1 and 2 retirements. Therefore, the
Commission finds that jurisdictional operating expenses should be reduced by $22,963.

Miscellaneous Expenses

During the test year, KU recorded charitable contributions of $16,694 in accounts
other than Account No. 426. KU agreed that the charitable contributions that had been

recorded in error in accounts other than Account No. 426 should be removed for rate-

*® Response to KIUC's Second Data Request dated March 1, 2004, ltems 6 and
*' T.E., Volume II, May 5, 2004, at 153-154.

- Post-Hearing Data Responses to Information Requested by the Commission
Staff and the AG during Hearing held May 4-6, 2004, Item 7.
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making purposes.® The Commission agrees that the charitable contributions should be
excluded for rate-making purposes and has reduced jurisdictional operating expenses
by $16,694.

During the test year, KU incurred jurisdictional expenses of $51,989 for employee
gifts, award banquets, and other social events. KU argued that the expenses were
reasonable and should be charged to ratepayers because they reward employees in
connection with KU's safety programs and provided incentives to motivate and reward
employees.**

The Commission believes that the expenses for employee gifts, award banquets,
and social events should be excluded for rate-making purposes. In previous cases,”
the Commission has not included these types of costs when determining rates, and KU
has not provided adequate justification to support a different treatment. In addition, the
Commission notes that emphasis on safety and incentives to encourage employee
performance are incorporated into KU’'s TIA program. KU did agree that there was

some overlap between the TIA program and the purpose for these expenses.”®

** Response to the Commission Staff's Third Data Request dated March 1, 2004,
Item 35.

% 1d., Item 39.

% See Case No. 1990-00041, An Adjustment of Gas and Electric Rates of The
Union Light, Heat and Power Company, final Order dated October 2,1990 at 28-29;
Case No. 1997-00066, An Adjustment of General Rates of Delta Natural Gas Company,
Inc., final Order dated May 1, 1998 at 16-17; and Case No. 2001-00244, August 7, 2002
Order at 27-28.

% T.E., Volume Il, May 5, 2004, at 176.

-43- Case No. 2003-00434



Therefore, the Commission will reduce KU'’s jurisdictional operating expenses by
$51,989.

The Commission supports KU's efforts to reinforce the need for safety among
their employees and encourages KU to develop appropriate safety programs. In future
rate case, the Commission will reconsider the treatment of safety-related awards to the
extent that KU can provide adequate documentation to show that these awards and
other activities are integral components of a formal safety program.

During the test year, KU was a member of the Edison Electric Institute (“"EEI")
and allocated dues of $147,837 to its Kentucky jurisdiction. During the proceeding, KU
was questioned about the activities of EEI funded by the membership dues. KU
acknowledged that a portion of the EE| dues was associated with legislatiVe advocacy
and public relations and that it should be excluded for rate-making purposes. KU
proposed that 31.55 percent of its EEl dues, or $46,643, be excluded.?’

The Commission has reviewed the description of the various activities funded by
the EEIl dues,® and finds that the portion of the dues associated with legislative
advocacy, regulatory advocacy, and public relations should be excluded for rate-making
purposes. The description of regulatory advocacy appears to be a form of lobbying

activity, which the Commission has not included for rate-making purposes in previous

o Post-Hearing Data Responses to Information Requested by the Commission
Staff and the AG during Hearing held May 4-6, 2004, Item 11.

98 Response to the Commission Staffs Third Data Request dated March 1, 2004,
lterm 40.
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cases. These three categories account for 45.35 percent of the EEI dues.*® Applying
the 45.35 percent exclusion to the test-year jurisdictional EE! dues results in a reduction
of $67,044,"°

Based on these conclusions, the Commission has reduced jurisdictional
miscellaneous expenses by $135,727.

Kentucky Income Tax Rate

KU determined that its jurisdictional federal and Kentucky income tax expense
would be reduced by $16,152,919, based upon its proposed adjustments to
jurisdictional revenues and expenses. KU'’s calculation reflected the use of the statutory
federal income tax rate of 35 percent and the statutory Kentucky income tax rate of 8.25
percent.

The AG proposed that LG&E'’s effective Kentucky income tax rate for tax year
2002 of 7.87 percent should be used in all of KU's income tax and income tax-related
calculations. The AG assumed that LG&E's effective tax rate would apply to KU, since
both LG&E and KU pay the same Kentucky taxes.'®" The AG did not file any testimony

in the KU case explaining his reasons for using the Kentucky effective income tax rate.

. Post-Hearing Data Responses to Information Requested by the Commission
Staff and the AG during Hearing held May 4-6, 2004, Item 11, page 2 of 3.

1% Jurisdictional EEI dues of $147,837 times 45.35 percent equals $67,044.
%" Response to the Commission Staff's First Data Request to the AG dated April
6, 2004, ltem 4. KU’s effective income tax rate for 2002 was 7.64 percent excluding

credits and 7.35 percent including credits; See Response to the Commission Staff's
Second Data Request dated February 3, 2004, Item 15(e)(2).
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However, the AG has advocated for consistency in the rate-making treatment of
adjustments in this case and the LG&E case. 2

KU opposed the use of the Kentucky effective income tax rate, noting that the
Commission has always used the statutory tax rate and that consistent treatment should
be afforded to KU. KU argued that the effective tax rate reflects the impacts of credits
and apportionment adjustments from out-of-state activities, which could change in the
future. KU stated that the use of the effective tax rate would ignore the fact that it pays
taxes in Virginia and Tennessee. If the effective tax rate is to be used, KU reasoned
that the Virginia tax should be excluded in the determination of the effective tax rate,
which in this case would be 7.98 percent, 193

As stated previously, the AG filed no testimony to support the use of the effective
Kentucky income tax rate, but apparently has relied on the testimony he filed in the
LG&E rate case, Case No. 2003-00433. The Commission takes administrative notice of
its reasons for rejecting the AG’s position in that case, and affirms those reasons in this
proceeding. Consistent with our expressed concern in Case No. 2003-00433 on this
issue, the proper treatment of taxes paid in Virginia and Tennessee would have to be
addressed if the effective Kentucky income tax rate is to be utilized. Therefore, the
Commission finds that the statutory Kentucky income tax rate should be utilized for all
income tax and income tax-related adjustments in this rate case. In KU’s next rate
case, it should address in detail the use of the effective tax rate for rate-making

purposes.

12 AG’s Post-Hearing Brief at 26.

"% Rives Rebuttal Testimony at 9-10.
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Based upon these findings and the Commission’s determination of the
jurisdictional revenue and expense adjustments, the Commission has reduced KU'’s
electric income tax expense $16,622,465.

Interest Synchronization

KU proposed to reduce its jurisdictional interest expense by $1,618,028, which
resulted in an increase to jurisdictional income tax expense of $653,076."% KU stated
that it followed the methodology used by the Commission in Case No. 2000-00080. KU
multiplied its proposed adjusted jurisdictional capitalization by its proposed weighted
average cost of debt to determine its normalized jurisdictional interest expense. The
normalized interest expense was then compared to the test-year actual interest
expense per KU’s books.

The Commission has recalculated the interest synchronization adjustment,
reflecting the debt components of KU's jurisdictional capitalization, the corresponding
interest cost rates found reasonable in this Order, and the statutory Kentucky income
tax rate. The Commission has determined that KU's jurisdictional interest expense
should increase $759,017, resulting in a reduction in income taxes of $306,358.

Pro Forma Net Operating Income Summary

After consideration of all pro forma adjustments and applicable income taxes, the

adjusted net operating income for KU’s jurisdictional operations is as follows:

Operating Revenues $710,376,288
Operating Expenses 649,144,765
Adjusted Electric Net Operating Income $ 61,231,523

194 Rives Direct Testimony, Rives Exhibit 1, Schedule 1.35.

-47- Case No. 2003-00434



RATE OF RETURN

Capital Structure

KU proposed an adjusted test-year-end jurisdictional capital structure containing
36.70 percent long-term debt, 5.90 percent short-term debt, 2.95 percent accounts
receivable securitization, 2.39 percent preferred stock, and 52.06 percent common
equity.® As discussed previously in this Order, KU has allocated several adjustments
to its capitalization on a pro rata basis or to common equity only as it determined
appropriate. % During the proceeding, KU stated it had considered the Commission’s
policy of recognizing the impact on capital cost and capital structure of significant post-
test-year issues of debt or equity. KU has updated its capital structure to reflect post-
test-year changes, with the last update reflecting financial information as of March 31,
2004.'% Using this latest financial information, KU determined its capital structure as
41.95 percent long-term debt, 2.49 percent short-term debt 2.26 percent preferred
stock, and 53.30 percent common equity. This updated capital structure did not reflect

an adjustment for KU’s minimum pension liability as of December 31, 2003. In March

"% Rives Direct Testimony, Rives Exhibit 2.

"% KU allocated adjustments for the removal of the investment in Electric Energy,
Inc., the removal of other investments, the removal of reimbursed capital invested to
repair combustion turbines at the E. W. Brown Generating Station, the retirement of the
Green River Units 1 and 2, and the removal of its Post-1994 environmental compliance
plan investments on a pro rata basis to all components of capitalization. The proposed
adjustments for the minimum pension liability to Other Comprehensive Income and the
removal of undistributed subsidiary earnings were allocated to common equity only.

"% Response to the Commission Staffs Third Data Request dated March 1

2004, item 12. KU's update that reflected financial information as of March 31, 2004
was filed with the Commission on April 29, 2004.
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2004, KU applied the accounting decision announced by FERC concerning the creation
of a regulatory asset to reverse the impact of the minimum pension liability.

The AG proposed an adjusted test-year-end jurisdictional capital structure for KU
containing 36.99 percent long-term debt, 5.95 percent short-term debt, 2.97 percent
accounts receivable securitization, 2.41 percent preferred stock, and 51.67 percent
common equity.’® The only difference from KU's proposal was that the AG rejected
KU'’s treatment of the minimum pension liability. The AG did not oppose KU updating its
the capital structure, but the AG did state that the capital structure ratios could be
updated beyond the test year only if the changes were minor so that any change in the
company’s financial risk would also be minor. Changes beyond the test year that
affected the financial risk should not be allowed, according to the AG.'%

In December 2000, the Commission approved KU's 3-year pilot accounts
receivable securization program in Case No. 2000-00490.""% At the end of the pilot
period, KU decided not to seek a continuation of the program, and consistent with the
decision in Case No. 2000-00490, the accounts receivable securization program was

terminated on January 16, 2004. KU replaced the funding provided by the accounts

1% Majoros Accounting Direct Testimony, Exhibit MJM-3.
1% Weaver Testimony at 77-78.
"% Case No. 2000-00490, Joint Application of Louisville Gas and Electric

Company and Kentucky Utilities Company for an Order Approving the Transfer of
Certain Financial Assets, final Order dated December 13, 2000.
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receivable securization program with a mix of short-term and long-term debt from
Fidelia, Inc. (“Fidelia”).""

As correctly noted by KU, the Commission in previous cases has recognized the
impact on the capital structure of significant post-test-year issues of debt or equity in
order to determine the appropriate capital structure. Consequently, the Commission
finds it is reasonable to recognize the termination of the accounts receivable
securization program and the issuance of debt from Fidelia in the determination of the
capital structure.

However, we do not agree with KU’s proposal to simply use the updated capital
structure as of March 31, 2004. Unlike its debt, KU did not issue any new shares of
common stock. The March 31, 2004 financial information reflects the current level of
net income from operations in Retained Earnings. As discussed previously in this
Order, the Commission has recognized the adjustment to test-year-end common equity
for the minimum pension liability. That minimum pension liability reflected the
determination made at December 31, 2002. The application of the FERC accounting
decision and creation of the regulatory asset reflected in the March 31, 2004 financial
information reflect a minimum pension liability determined as of December 31, 2003. If
the Commission were to use the capital structure based on the March 31, 2004 financial
information, there would be a mismatch related to the minimum pension liability. The

Commission’s decision to allow the reversal of the December 31, 2002 minimum

""" Fidelia is owned by E.ON North America Inc. and E.ON US Holding GmbH,
which are subsidiaries of E.ON. See Response to the Commission Staffs First Data
Request dated December 19, 2003, Item 2.
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pension liability to common equity is the appropriate means of handling this issue, and it
should be recognized in the capital structure.
As shown in Appendix E, the Commission finds KU’s jurisdictional capital

structure is as follows:

Percent
Long-Term Debt 43.65
Short-Term Debt 2.41
Preferred Stock 2.36
Common Equity 51.58
Total Jurisdictional Capital Structure 100.00

Cost of Debt and Preferred Stock

KU proposed a cost of long-term debt of 3.12 percent, short-term debt of 1.06
percent, accounts receivable securization of 1.39 percent, and preferred stock of 5.68
percent.''? As noted previously, KU filed updated financial information as of March 31,
2004 that included updated cost rates. Based on this updated information, KU’s cost of
long-term debt is 3.28 percent, short-term debt is 0.98 percent, and preferred stock is
5.64 percent.'"

The AG used KU'’s costs of debt and preferred stock as filed in its application.
The AG agreed that if interest rates or other capital cost rates change, such changes

should be used to determine of the rate of return so that KU will have a reasonable

opportunity to earn its allowed rate of return."

"2 Rives Direct Testimony, Rives Exhibit 2.

'"* Updated Monthly Response to the Commission Staff's First Data Request
dated December 19, 2003, Item 43, filed April 29, 2004.

"% Weaver Testimony at 77.
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The Commission finds it appropriate to recognize the cost rates for debt and
preferred stock as of March 31, 2004 when determining the overall cost of capital for
KU’s jurisdictional operations. Updates to KU’'s debt and preferred stock cost rates
constitute known and measurable adjustment and using these updates, rather than the
test-year-end cost rates, is more representative of the period in which the rates
established in this Order will be in effect. These cost rates will be applied to the
jurisdictional capital structure determined herein. Therefore, the Commission finds the
cost of long-term debt to be 3.28 percent, short-term debt to be 0.98 percent, and
preferred stock to be 5.64 percent.

Return on Equity

KU estimated its required return on equity ("ROE”) using four methods: the
capital asset pricing model (“CAPM”), the discounted cash flow method (‘DCF”), two
risk premium analyses, and a comparable earning approach.””® The CAPM analysis
includes an adjustment of 60 basis points in order to recognize a size premium for some
of the low- and mid-capitalization companies in the comparison group. KU explained
that it employed multiple methods in determining its cost of equity because of potential
measurement errors in the models as a result of industry changes, such as merger
activity and price volatility.

Based on the results of the four methods, KU recommends an ROE range for its

jurisdictional operations of 10.75 to 11.25 percent.""® KU recommends awarding the

"> Rosenberg Direct Testimony at 2.

"6 1d. at 4.
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upper end of the range, 11.25 percent, in order to recognize its efficient operations and
the current uncertain business climate for utilities.'"”

KU employed a proxy group in its analysis, consisting of electric utility companies
similar in risk to its electric operations. KU proposed the use of proxy companies
because, as a subsidiary of LG&E Energy, it is not publicly traded. The companies
were selected from the Electric Utility category of The Value Line Investment Survey.
The selected companies had to have overall senior bond ratings of Aa/A from Moody’s
Investor Service and AA/A from Standard & Poor’s (*S&P”) rating service and could not
be currently involved in major merger activity. Companies were also excluded if they
had significant unregulated operations, if they did not pay a dividend, or if they expected
to cut their dividend.

As part of its analysis, KU provided a discussion of the role that ROE plays in
how the financial community regards a utility company. KU states that accounting
scandals, federal and state investigations, and other fallout from the collapse of Enron
have shaken investor confidence in the energy industry. The result is more intense
scrutiny of companies and a scarcity of financing at a time when many energy
companies need to refinance billions of dollars of debt. At the time of its application, KU
stated that S&P had reported 41 utility issuer credit rating downgrades, as compared to
only eight upgrades during 2003. Moody’s had downgraded roughly a third of the
utilities it follows, as compared to the 10 percent annual average downgrades it has
issued over the past 19 years. KU argued that these actions indicate less tolerance for

financial weakness in a utility and that they have increased the cost of financing to

117 Id
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weaker companies. In support of its argument, KU provided several citations from S&P
publications that described the authorized returns for the regulated electric industry as
insufficient and discussed the importance of profit potential and earning power in both
credit protection and a company’s ability to withstand business adversity.®

The AG criticized KU’s ROE estimates on several grounds. The AG disagreed
with several of the methodologies and inputs used by KU and with KU's small cap
adjustment in the CAPM model. Two points which the AG identified as “fatal errors”
were: (1) KU should not have used the Consumer Price Index (“CPI") when working
with the Gross Domestic Product (“GDP”) data; and (2) KU should have multiplied
projected GDP growth and projected inflation growth instead of adding.'® The AG
argues that the small cap adjustment is already in the market prices of the mid- and low-
capitalization companies used in the analysis and he concludes that KU's flawed
analysis overstates its required cost of equity.

The AG estimated KU's required ROE using three methods: the CAPM, the
bond-yield-plus-risk premium approach, and two versions of the DCF model.'® Based
on the results of these methods, the AG determined an ROE range of 9.75 to 10.25
percent, recommending that the Commission award 10.00 percent, the mid-point of the

range. '’ During the hearing, the AG's witness stated that he would change his

814 af 57
"9 Weaver Testimony at 8.
120 14, at 32.

2114, at 75.
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recommendation from 10.00 percent to 10.25 percent if KU's ESM is eliminated as
proposed in the settlement of this issue.'??

The AG employed a proxy group in his analysis, consisting of utility companies
classified as electric utilities by Value Line. The AG eliminated companies with a
Financial Strength Rating below B, that Value Line did not recommend to investors, that
had recently sold or purchased major assets, divested the majority of their generation
plant, were involved in merger activity, or had a short operating history. The AG
excluded Hawaiian Electric because it is not interconnected and also excluded any
companies with a heavy reliance on hydro, nuclear or purchased power. Finally, the AG
did not include any companies whose electric revenues as a percentage of total
revenues were too dissimilar to that of KU.

The AG supported his analysis with a discussion of the economic conditions that
would affect the ROE he recommended. He reviewed the GDP, inflation rates, interest
rates and leading economic indicators. The AG believes that the GDP growth rate is
within a range ideal for investment growth, that inflation is expected to continue to be
low, and that interest rates are expected to be stable yet gradually increasing over the
next 4 years. The AG concluded that the cost of equity for electric utilities would slowly
increase over the near-term future. In fact, he made an adjustment in his DCF model
to increase the results by 95 basis points to recognize an expected increase in interest
rates.

On rebuttal, KU questioned the AG’s recommended range since it differed by 50

to 100 basis points from the range recommended by this same witness in the ESM

22T E., Volume Ill, May 6, 2004, at 177-179.
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case, which was consolidated into this rate case. In his ESM testimony, the AG
recommended a range of 10.25 to 11.25 percent, just 3 months prior to filing rate case
testimony in which he recommends 9.75 to 10.25 percent.'® In response to questions
about how KU'’s risk had changed since the ESM case, the AG responded that the risk
had changed very little."®* To further demonstrate that the AG’s recommendation is too
low, KU compared the AG’s recommendation to the 11.00 percent average electric ROE
awarded nationally by utility regulatory commissions in 200312

In rebutting the AG’s recommendation, KU states that the AG's analysis employs
misstated and misapplied approaches. KU identifies calculations that it considers
incorrectly performed and, when corrected, produce a higher result. KU also addresses
the two “fatal errors” that the AG identified in KU’s analysis. KU defended its use of
inputs, reiterating that: (1) its use of the CPI as a measure of inflation was appropriate;
and (2) the AG’s contention that it had added rather than multiplied in the GDP
calculation was, in fact, incorrect. %

The Commission finds merit in both KU’s and the AG'’s recommended ranges for
ROE and their critiques of each other's analyses. The Commission takes note of
several sources of agreement between KU and the AG. As KU points out in its rebuttal

testimony, the AG’s recommended range in the consolidated ESM case overlaps

1% Rosenberg Rebuttal Testimony at 4.

' Response of the Attorney General to Requests for Information from KU, dated
April 6, 2004, Iltem 27.

1% Rosenberg Rebuttal Testimony at 2.

126 14, at 15-18.
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substantially with KU's recommended range. The Commission also takes note of the
AG’s upward revision to his recommendation due to the agreement to discontinue the
ESM mechanism. KU recommended the top of its range in order to recognize its
efficient management and the uncertain business environment. While the Commission
is prohibited from using an ROE award to either reward or punish a utility’s
management,'®’ the Commission again takes note that the AG supported, in part, the
need to increase the ROE award in recognition of the uncertain business climate when
he increased some of his results by 95 basis points to allow for likely increases in
interest rates in the near future. Finally, the Commission notes that KU has compared
the returns on equity recommended by the intervenors to recent returns on equity
allowed by regulators in other jurisdictions. KU states that an April 5, 2004 edition of
Major Rate Case Decisions of Regulatory Research Associates reports an average
allowed return for electric utilities in other jurisdictions of 11 percent in the first quarter of
2004."®  The Commission takes notice that this same publication subsequently
reported in May 2004 that the allowed returns on equity for electric utilities in other

jurisdictions ranged from 9.50 percent to 11.22 percent.'®

While we agree with KU
when it says that ROE awards granted by other commissions should not dictate this
Commission’'s  decision, those decisions do, however, indicate that the

recommendations from both parties are well within the general level of recent allowed

127 gouth Central Bell Telephone Company v. Utility Regulatory Commission, Ky.,
637 S.W. 2d 649 (1982).

128 Rosenberg Rebuttal Testimony at 2.

'29 Regulatory Research Associates, Inc., Regulatory Focus, May 26 and
May 28, 2004.
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returns. Therefore, after weighing all the evidence of record, the Commission finds that
KU’s required ROE falls within a range of 10.00 percent to 11.00 percent with a
midpoint of 10.50 percent.

Rate of Return Summary

Applying the rates of 3.28 percent for long-term debt, 0.98 percent for short-term
debt, 5.64 percent for preferred stock, and 10.50 percent for common equity to the
capital struoturé produces an overall cost of capital of 7.00 percent. The cost of capital
produces a rate of return on KU’s jurisdictional rate base of 6.48 percent.

REVENUE REQUIREMENTS

The Commission has determined that, based upon a jurisdictional capitalization
of $1,297,055,596 and an overall cost of capital of 7.00 percent, the net operating
income that could be justified by the record for KU’s jurisdictional operations is
$90,793,892. Based on the adjustments found reasonable herein, KU’'s pro forma
jurisdictional net operating income for the test year would be $61,231,523 and KU would
need additional annual operating income of $29,562,369. After the provision for
uncollectible accounts, the PSC Assessment, and state and federal income taxes, KU
would have a revenue deficiency of $49,775,329. The calculation of this overall

revenue deficiency is as follows:
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Net Operating Income Found Reasonable $ 90,793,892

Pro Forma Net Operating Income 81,231,623
Net Operating Income Deficiency 29,562,369
Gross Up Revenue Factor'? 5939161
Overall Revenue Deficiency $ 49,775,329

However, as discussed above, KU is a signatory to the Partial Settlement and
Stipulation. Thus, KU has indicated its willingness to accept an increase in annual
jurisdictional revenues of $46,100,000. In determining the overall reasonableness of
this alternative proposed increase by KU, the Commission has devoted a significant
portion of this Order to evaluating KU’s and the AG’s proposed adjustments to capital,
rate base, operating revenues, and operating expenses in light of our normal rate-
making treatment.

The Commission has found that KU'’s required ROE falls within a range of 10.00
percent to 11.00 percent. Applying the findings herein on the reasonable costs of debt
and preferred stock, and this range of return on common equity, to KU’s jurisdictional

capitalization would result in the following range of revenue increases:

Revenue Increase — 10.00 percent ROE $44,097,178
Revenue Increase — KU Alternative Proposal $46,100,000
Revenue Increase — Justifiable by Record $49,775,329
Revenue Increase — 11.00 percent ROE $55,235,088

Based on the findings and conclusions herein, the Commission finds that the earnings
resulting from the adoption of KU's alternative proposal for its jurisdictional operations

will fall within a range reasonable for both KU and its ratepayers. The $46,100,000

"% Rives Direct Testimony, Rives Exhibit 1, Schedule 1.37. The gross up
revenue factor recognizes the impact the overall revenue deficiency will have on the
provision for uncollectible accounts, the PSC Assessment, Kentucky income taxes, and
federal income taxes.
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revenue increase that KU is willing to accept will result in fair, just, and reasonable rates
for KU. Therefore, the Commission will accept KU’s alternative proposal that its
jurisdictional revenues be increased by $46,100,000.

FINDINGS ON PARTIAL SETTLEMENT AND STIPULATION

Based upon a review of all aspects of the unanimous provisions in the Partial
Settlement and Stipulation, an examination of the record, and being otherwise
sufficiently advised, the Commission finds that the unanimous provisions are in the
public interest and should be approved. These provisions include, but are not limited to,
the VDT surcredit, a new HEA program, the dismissal of two specified court appeals,
and the phase-out of the Pay As You Go program. The Commission’s approval of the
unanimous provisions is based solely on their reasonableness in toto and does not
constitute precedent on any issue except as specifically provided for therein. Although
we are approving all of the unanimous provisions, we have some concerns that need to
be addressed at this time regarding certain aspects of those provisions.

New HEA Program

The Commission’s approval of the unanimous provisions in the Partial Settlement
and Stipulation includes the approval of the parameters of a new HEA program for KU.
The HEA program will be funded by a 10-cent per residential meter per month charge
for a period of 3 years. The charge will be set forth as a separate line item on each
residential customer’s bill.

The Commission certainly recognizes that low income households frequently
have difficulties paying their utility bills. Consequently, financial assistance programs

that subsidize the utility bills of those households are much needed. However, when
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these types of programs are funded through mandatory charges on residential utility
bills, the common perception is that these charges are forced charitable contributions
and they generate sincere objections from many ratepayers. While it will never be
possible to eliminate every objection, ratepayers will certainly have a higher degree of
acceptance of the funding for these programs if they can be assured that the funds
collected will be fully accounted for and spent in the most efficient manner.

It is for this reason that the Commission has always urged the utility that will be
the beneficiary to be a financial contributor to the assistance program. When an
affected utility is at least partially funding an assistance program, the utility has a greater
incentive to monitor the program expenditures and is in a better position to assure its
ratepayers that the funds are being spent in the most efficient manner. Consequently,
the Commission is disappointed that KU has chosen not to be a financial contributor to
the HEA program which it has agreed to implement. We urge KU to reconsider this
decision, but we recognize that we have no authority to require KU to fund such a
program.

In any event, there is a real need for KU to actively monitor the implementation,
operation, and expenditures of the HEA program. The Commission expects KU to fulfill
this role so it can provide its ratepayers with the assurances they demand and deserve
regarding the efficient expenditure of the HEA funds.

The Partial Settlement and Stipulation did not address when the 10-cent per
residential meter per month charge would begin. The Commission does not believe it
would be reasonable for this charge to begin on the same effective date as the rates

contained in the Partial Settlement and Stipulation, primarily because the programmatic
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details of the HEA program have not been submitted to the Commission for approval as
agreed to by the parties. The Commission finds that the HEA program 10-cent per
residential meter per month charge should not be collected from ratepayers until the
Commission has approved the programmatic details. The Partial Settlement and
Stipulation envisions the HEA program to have a commencement date of October 1.
2004. The Commission believes it will need 60 days to review the programmatic
details. Therefore, the Commission expects that the programmatic details for the new
HEA program would be submitted for approval no later than August 1, 2004,

In addition, prior Commission Orders outlined several concerns about previous
HEA programs in the Orders in Case No. 2001-00323."*" The Commission continues to
have those same concerns, and expects the proponents of this new HEA to address
those concerns when the programmatic details are submitted to the Commission for its

review and approval.

OTHER ISSUES

Curtailable Service

On June 17, 2004, KU filed a letter, which the Commission will treat as a motion,
regarding a potential problem related to proposed changes to its curtailable service
tariff. Those changes, as set forth in the unanimous provisions of the Partial Settlement
and Stipulation shorten the notice of interruption, increase the maximum number of

hours of interruption, and increase the potential frequency of interruptions. KU believes

¥ Case No. 2001-00323, Joint Application of Louisville Gas and Electric
Company, Metro Human Needs Alliance, People Organized and Working for Energy
Reform, Kentucky Association for Community Action, and Jefferson County
Government for the Establishment of a Home Energy Assistance Program, final Order
dated December 27, 2001: rehearing Order dated January 29, 2002.
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that due to these changes some customers may, for operational reasons, want to switch
from curtailable service to firm service. Consequently, KU is requesting authority to
waive the 3-year notice required for a customer to terminate service under the tariff.
This authority will permit KU to give the seven customers currently on this tariff the
option to terminate service immediately, rather than be required to continue taking
curtailable service for an additional 3 years.

Based on the significance of the changes in the terms and conditions of
curtailable service, the Commission finds that KU’s request to waive the 3-year notice of
termination is reasonable. However, it is impractical for KU and a curtailable customer
to switch rate schedules either immediately or on the effective date of the revised
curtailable service tariff. ~Therefore, KU will be authorized to contact curtailable
customers immediately upon issuance of this Order and inform them that they have a
one-time opportunity to waive the 3-year notice of termination. Those customers will
have until July 31, 2004 to notify KU if they elect to terminate curtailable service and
switch to a firm service tariff.

Midwest Independent Transmission System Operator, Inc. ("MISO") Exit Fee

KU is currently a member of the Midwest Independent Transmission System
Operator, Inc. ("MISO”), a regional transmission organization. In Case No. 2003-
00266,"*? KU has requested authority to exit MISO and recover any exit fee from
ratepayers. In this rate case, KU and the AG have addressed how the exit fee should

be accounted for and what rate-making treatment is appropriate in the event the

"% Case No. 2003-00266, Investigation Into the Membership of Louisville Gas
and Electric Company and Kentucky Utilities Company in the Midwest Independent
Transmission System Operator, Inc.
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Commission authorizes KU to exit MISO. However, since the Commission has not yet
decided whether KU should exit MISO, issues related to the accounting and rate-
making treatment for an exit fee are premature. These issues will be addressed, if
necessary in Case No. 2003-00266.

The “Global Settlement”

On October 31, 2001, LG&E, KU, the AG, and KIUC filed a unanimous
settlement agreement that was intended to operate as a full and complete resolution of
five cases then pending before the Commission 132 This settlement agreement, referred
to as the “Global Settlement,” was approved by Commission Order on December 3,
2001. Several of the provisions of the Global Settlement directly affected adjustments
proposed by KU in this rate case.

Article 1.0 of the Global Settlement provided that KU would perform a new
depreciation study no later than calendar year 2004 based upon utility plant in service
as of December 31, 2003 and when completed the new study would be filed with the
Commission. KU did perform a new depreciation study which was filed in this rate case,
but it was based on utility plant in service as of December 31, 2002. KU contended that

this depreciation study was in compliance with the Global Settlement, arguing that, “the

'3 The five cases were Case No. 2001-00054, The Annual Earnings Sharing
Mechanism Filing of Louisville Gas and Electric Company; Case No. 2001-00055, The
Annual Earnings Sharing Mechanism Filing of Kentucky Utilities Company; Case No.
2001-00140, Application of Kentucky Utilities Company for an Order Approving Revised
Depreciation Rates; Case No. 2001-00141, Application of Louisville Gas and Electric
Company for an Order Approving Revised Depreciation Rates; and Case No. 2001-
00169, Joint Application of Louisville Gas and Electric Company and Kentucky Utilities
Company for an Order Approving Proposed Deferred Debits and Declaring the
Amortization of the Deferred Debits to be Included in Earnings Sharing Mechanism
Calculations.
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defining limit on the previous commitment was the timing of another study (e.g., ‘no later
than calendar year 2004’),” and that it “did not believe the plant-in-service date was
intended to be the defining limit ....”"**

Article 2.0 of the Global Settlement addressed issues related to the KU's VDT
workforce reduction and authorized KU to establish a regulatory asset which would
include the expenses incurred to achieve the savings associated with the VDT
workforce reduction. At the time the Global Settlement was approved, the regulatory
asset was to be established based on estimated expenses. Later, the regulatory asset
was to be adjusted to reflect actual VDT-related expenses as of December 31, 2001,
However, for rate-making purposes, the actual expenses could not exceed the
preliminary estimated expenses. During this case, KU disclosed that it had increased
the balance in the VDT regulatory asset by $1,169,056 for expenses incurred after
December 31, 2001."° KU contended that recording these additional expenses as part
of the regulatory asset was consistent with the recording of the estimated expenses
permitted when the Commission approved the Global Settlement. KU argued that it
was in compliance with the terms of the Global Settlement because these additional
expenses did not cause the regulatory asset balance to exceed the settlement amount

of the expenses. KU stated that while it did record the additional expenses as part of

the regulatory asset, it did not make an adjustment to the net savings returned to

3% Response to the Commission Staff's Third Data Request dated March 1,
2004, Item 23.

%5 KU recorded these additional expenses in the regulatory asset account
between December 2002 and July 2003. See Response to the Commission Staff's
Third Data Request dated March 1, 2004, Item 17(b)(1).

-65- Case No. 2003-00434



@

N

ratepayers through the VDT surcredit.”*® KU did include adjustments in this rate case to
revise the VDT amortization expense to correspond with the regulatory asset as it was
recorded on December 31, 2001,

The Commission is concerned by KU’s interpretation of provisions of the Global
Settlement as reflected in this rate case. Contrary to KU'’s interpretation of the Global
Settlement provision concerning the timing of the next depreciation study, it is clear that
the calendar year 2004 deadline for filing and the utilization of utility plant in service as
of December 31, 2003 are both controlling dates. Concerning the VDT regulatory asset,
the Global Settlement did not contain any provisions that authorized KU to continue to
increase the balance of the regulatory asset established on December 31, 2001. The
fact that the additional expenses did not exceed the originally estimated expenses does
not justify KU’s accounting.

The Commission notes that, in Case No. 2002-00072,'% KU previously
misinterpreted provisions of the Global Settlement. In that case the Commission found
that the Global Settlement did not authorize KU to adjust its monthly capitalization to
retroactively reflect the VDT workforce reduction, and KU was required to recalculate its
ESM annual filing for calendar year 2001.

The Commission will not require KU to submit a new depreciation study in
compliance with the dates established in the Global Settlement since we are accepting

KU’s proposal to prepare a new depreciation study no later than June 30, 2007. In

1o Response to the Commission Staffs Fourth Data Request dated April 14,
2004, ltem 3.

"7 Case No. 2001-00072, Kentucky Utilities Company’s Annual Earnings Sharing
Mechanism Filing for Calendar Year 2001.
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addition, we will not require KU to remove the post-2001 additions to its VDT regulatory
asset since the amortization expenses that were included for rate-making purposes
were consistent with the provisions of the Global Settlement and the regulatory asset is
not included in rate base. Consequently, ratepayers have not been harmed by KU’s
actions.

The Commission is concerned, however, that on three separate occasions KU
has incorrectly interpreted and deviated from significant provisions of the Global
Settlement.  The unanimous provisions of the Partial Settlement and Stipulation
approved herein are significantly more encompassing and complex than the provisions
contained in the Global Settlement. The Commission cautions KU that, absent prior
Commission approval, there should be no deviations from either the unanimous
provisions of that document of KU's timetable for filing a new depreciation study.

IT IS THEREFORE ORDERED that:

g § The rates and charges proposed by KU in its application are denied.

2 The ESM Settlement, attached hereto as Appendix B, is approved in its
entirety and KU's ESM is terminated except for continued collections for 2003
operations.

3. The unanimous provisions in the Partial Settlement and Stipulation,
attached hereto as Appendix C, are approved in its entirety.

4. The rates and charges in KU's Exhibit 1, set forth in Appendix A hereto,
are the fair, just, and reasonable rates for KU to charge for electric service, and these

rates are approved for service rendered on and after July 1, 2004.
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5. KU shall, within 20 days of the date of this Order, file its revised tariff
sheets setting out the rates and tariff changes approved herein.

6. Within one year from the date of this Order, KU shall file with the
Commission a plan developed and implemented that eliminates the underfunding of its
pension and post-retirement plans. KU shall also file progress reports on its progress to
eliminate the underfunding of the pension and post-retirement plans as described within
this Order.

7. KU shall submit for Commission approval the programmatic details
associated with its HEA program no later than August 1, 2004.

8. KU shall not bill its residential customers 10 cents per meter per month for
the HEA until authorized to do so upon Commission approval of the HEA programmatic

details.

9. KU's request for a one-time waiver through July 31, 2004 of the 3-year

customer notice to terminate curtailable service is granted.
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Done at Frankfort, Kentucky, this 30" day of June, 2004.

By the Commission

ATTEST:

S =
- e~

Execttive Director
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APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2003-00434 DATED June 30, 2004

The following rates and charges are prescribed for the customers in the area
served by Kentucky Utilities Company, consistent with KU Exhibit 1. All other rates and
charges not specifically mentioned herein shall remain the same as those in effect
under authority of this Commission prior to the effective date of this Order.

SCHEDULE RS
RESIDENTIAL SERVICE

Customer Charge per Month: $5.00

Energy Charge per kWh: $ .04404

SCHEDULE A.E.S.
ALL ELECTRIC SCHOOL

Energy Charge per kWh: $ 04227

SCHEDULE GS
GENERAL SERVICE RATE

Customer Charge per Month: $10.00

Energy Charge per kWh: $ .05327

SCHEDULE LP
LARGE POWER SERVICE PRIMARY VOLTAGE

Customer Charge per Month:; $75.00
Demand Charge per kW: $ 6.26

Energy Charge per kWh: $ .02200



SCHEDULE LP
LARGE POWER SERVICE SECONDARY VOLTAGE

Customer Charge per Month: $75.00
Demand Charge per kW: $ 6.65
Energy Charge per kWh: $ .02200

SCHEDULE LP
LARGE POWER SERVICE TRANSMISSION VOLTAGE

Customer Charge per Month: $75.00
Demand Charge per kW: $ 592
Energy Charge per kWh: $ .02200

SCHEDULE LCI-TOD
LARGE COMMERCIAL/INDUSTRIAL TIME-OF-DAY RATE PRIMARY VOLTAGE

Customer Charge per Month: $120.00
Demand Charge per kW:
On-Peak Demand $ 458
Off-Peak Demand ! 73
Energy Charge per kWh: $  .02200

SCHEDULE LCI-TOD
LARGE COMMERCIAL/INDUSTRIAL TIME-OF-DAY RATE TRANSMISSION

VOLTAGE
Customer Charge per Month: $120.00
Demand Charge per kWV:
On-Peak Demand $ 4.39
Off-Peak Demand $ 73
Energy Charge per kWh: $ .02200
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SCHEDULE MP
COAL MINING POWER SERVICE PRIMARY VOLTAGE

Customer Charge per Month: $75.00
Demand Charge per kW: $ 469
Energy Charge per kWh: $ .02400

SCHEDULE MP
COAL MINING POWER SERVICE TRANSMISSION VOLTAGE

Customer Charge per Month: $75.00
Demand Charge per kW: $ 457
Energy Charge per kWh: $ .02400

SCHEDULE LMP-TOD
LARGE MINE POWER TIME-OF-DAY RATE PRIMARY VOLTAGE

Customer Charge per Month: $120.00
Demand Charge per kW:
On-Peak Demand $ 539
Off-Peak Demand $ .73
Energy Charge per kWh: $ .02000

SCHEDULE LMP-TOD
LARGE MINE POWER TIME-OF-DAY RATE TRANSMISSION VOLTAGE

Customer Charge per Month: $120.00
Demand Charge per kW:
On-Peak Demand $ 485
Off-Peak Demand $ 73
Energy Charge per kWh: $ .02000
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SCHEDULE LI-TOD

LARGE INDUSTRIAL TIME-OF-DAY RATE PRIMARY VOLTAGE

Customer Charge per Month:

Demand Charge:
Standard Load Charge per KVA
On-Peak
Off-Peak
Fluctuating Load Charge per KVA
On-Peak
Off-Peak

Energy Charge per kWh:

SCHEDULE LI-TOD

$120.00

LARGE INDUSTRIAL TIME-OF-DAY RATE TRANSMISSION VOLTAGE

Customer Charge per Month: $120.00
Demand Charge:
Standard Load Charge per KVA
On-Peak $ 4.39
Off-Peak $ .73
Fluctuating Load Charge per KVA
On-Peak $ 220
Off-Peak $ 37
Energy Charge per kWh: $ .0220
SCHEDULE VFD
VOLUNTEER FIRE DEPARTMENT
Customer Charge per Month: $ 5.00
Energy Charge per kWh: $ .04404
SCHEDULE ST. LT.
STREET LIGHTING SERVICE
Rate per Light per Month: (Lumens Approximate)
Standard  Ornamental
Incandescent System:
1,000 Lumens $ 2.26 $ 291
2,500 Lumens $ 275 $ 3.55
4,000 Lumens $ 394 $ 488
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6,000 Lumens

Mercury Vapor:

7,000 Lumens
10,000 Lumens
20,000 Lumens

High Pressure Sodium:

4,000 Lumens
5,800 Lumens
9,500 Lumens
22,000 Lumens
50,000 Lumens

$ 524

6.63
7.64
8.98

A P

SCHEDULE DEC. ST. LT.

STREET LIGHTING SERVICE

Rate per Light per Month: (Lumens Approximate)

Decorative Street Lighting Service:

Acorn with Decorative Pole

4,000 Lumens
5,800 Lumens
9,500 Lumens

Acorn with Historic Pole

4,000 Lumens
5,800 Lumens
9,500 Lumens
Colonial
4,000 Lumens
5,800 Lumens
9,500 Lumens
Coach
5,800 Lumens
9,500 Lumens
Contemporary
5,800 Lumens
9,500 Lumens
22,500 Lumens
50,000 Lumens
Gran Ville
16,000 Lumens

Gran Ville Accessories:

Single Crossarm Bracket
Twin Crossarm Bracket
24 Inch Banner Arm

$ 6.29

8.89
9.65
10.59

P P

$ 762
$ 8.04
$ 8.92
$11.81
$17.34

$10.40
$10.94
$11.61

$16.32
$16.85
$17.53

$ 6.86
$ 7.30
$ 7.90

$25.07
$25.73

$12.60
$15.01
$17.40
$22.53

$38.28
$16.28

$18.12
$ 2.82
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18 Inch Banner Arm

Flagpole Holder
Post-Mounted Receptacle
Base-Mounted Receptacle
Additional Receptacles
Planter

24 Inch Clamp on banner arm

SCHEDULE P.O. LT.
PRIVATE OUTDOOR LIGHTING SERVICE

Standard (Served Overhead)
Mercury Vapor

7,000 Lumens

20,000 Lumens
High Pressure Sodium

5,800 Lumens

9,500 Lumens

22,500 Lumens

50,000 Lumens

Directional (Served Overhead)
High Pressure Sodium
9,500 Lumens
22,500 Lumens
50,000 Lumens

Metal Halide Commercial and Industrial Lighting
Directional Fixture
12,000 Lumens
32,000 Lumens
107,800 Lumens
Directional Fixture with Wood Pole
12,000 Lumens
32,000 Lumens
107,800 Lumens
Directional Fixture with Metal Pole
12,000 Lumens
32,000 Lumens
107,800 Lumens

Contemporary Fixture Only
12,000 Lumens

32,000 Lumens

107,800 Lumens

$ 260
$ 1.20
$16.90
$16.31
$ 2.31
$ 3.91
$ 3.90

7.8
$ 8.98

$ 433
$ 4.94
$ 9.02
$14.55

$ 598
$ 8.47
$12.90

$ 8.83
$12.24
$25.28

$10.79
$14.21
$28.01

$17.20
$20.61
$33.65

$ 9.92
$13.78
$27.82
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f’) Contemporary Fixture with Metal Pole

& 12,000 Lumens $18.30
32,000 Lumens $22.14
107,800 Lumens $36.19

Decorative HPS (Served Underground)
Acorn with Decorative Pole

4,000 Lumens $10.40
5,800 Lumens $10.94
9,500 Lumens $11.62
Acorn with Historic Pole
4,000 Lumens $16.32
5,800 Lumens $16.85
9,500 Lumens $17.54
Colonial
4,000 Lumens $ 6.86
5,800 Lumens $ 7.30
9,600 Lumens $ 790
Coach
5,800 Lumens $25.07
9,500 Lumens $25.73
Contemporary
@& 5,800 Lumens $12.60
7y 9,500 Lumens $15.01
22,500 Lumens $17.40
50,000 Lumens $22.53
Gran Ville
16,000 Lumens $38.28
RATE CSR 1
CURTAILABLE SERVICE RIDER 1
Transmission Primary
Demand Credit per kW per Month ~ $ 3.10 $ 3.20
Non-compliance Charge
Per kW Per Month $ 16.00 $ 16.00
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RATE CSR 2
CURTAILABLE SERVICE RIDER 2

Transmission Primary
Demand Credit per kW per Month  $ 4.09 $ 419
Non-compliance Charge
Per kW Per Month $ 16.00 $ 16.00

RATE CSR 3
CURTAILABLE SERVICE RIDER 3

Transmission Prima
Demand Credit per kW per Month  $ 3.10 $ 3.20
Non-compliance Charge
Per kW Per Month $ 16.00 $ 16.00

EXPERIMENTAL LOAD REDUCTION INCENTIVE RIDER

Rate: Up to $0.30 per kWh

EXPERIMENTAL SMALL TIME-OF-DAY SERVICE RATE

Customer Charge per Month: $90.00
Demand Charge:
Secondary Service per kW per Month $6.65
Primary Service per kW per Month $6.26
Transmission Service per kW per Month $592
Energy Charge:
On-Peak Energy per kWh $ .02800
Off-Peak Energy per kWh $ .01500

STANDARD RIDER FOR EXCESS FACILITIES

Charge for distribution facilities
Carrying Charge .93%
Operating Expenses .56%
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STANDARD RIDER FOR REDUNDANT CAPACITY CHARGE

Capacity Reservation Charge Per kW Per Month
Secondary Distribution $ .80
Primary Distribution $ .63

RETURNED CHECK CHARGE

Rate: $ 9.00

METER TEST CHARGE

Rate: $31.40

DISCONNECT AND RECONNECT SERVICE CHARGE

Rate: $20.00
SPECIAL CONTRACT
WESTVACO
(> Demand Charge Per kW Per Month:

Non-Interruptible Demand $ 3.98

Interruptible Demand $ 1.95
Energy Charge Per kWh: $ .02200
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APPENDIX B

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2003-00434 DATED June 30, 2004

ESM SETTLEMENT AGREEMENT

Dated May 12, 2004

=
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SETTLEMENT AGREEMENT

This Settlement Agreement is entered into this 12th day of May 2004, by and between
Louisville Gas and Electric Company (“LG&E"); Kentucky Utilities Company (“KU”) (LG&E
and KU are hereafter collectively referenced as “the Utilities”); Commonwealth of Kentucky, ex.
rel. Gregory Stumbo, Attorney General, by and through the Office of Rate Intervention (“AG”);
Kentucky Industrial Utility Customers, Inc. (“KIUC”) and the interests of its participating
members as represented by and through the KIUC; Commonwealth of Kentucky, Environmental
and Public Protection Cabinet, Division of Energy (“KDOE”); the United States Department of
Defense (“DOD); The Kroger Company (“Kroger”); Kentucky Association for Community
Action, Inc. (“KACA”); Community Action Council for Lexington-Fayette, Bourbon, Harrison
and Nicholas Counties, Inc. (“CAC”); Metro Human Needs Alliance (“MHNA”); People
Organized and Working for Energy Reform (“POWER’); Lexington-Fayette Urban County
Government (“LFUCG); and North American Stainless, L.P. (“NAS”) in the proceedings
involving LG&E and KU which are the subject of this Settlement Agreement, as set forth below.

WITNESSETR:
WHEREAS, LG&E filed on December 29, 2003 with the Kentucky Public Service

Commission (“Commission™) its Application for Authority to Adjust Rates, In Re the Matter of:

An_Adjustment of the Gas and Electric Rates. Terms and Conditions of Louisville Gar and

Electric Comuany, and the Commission has established Case No. 2003-00433 to review LG&E’s

base rate application;
WHEREAS, KU filed on December 29, 2003 with the Commission its Application for

Authority to Adjust Rates, In Re the Matter of> An Adjustment of the Electric Rates, Terms and

Conditions of Kentucky Utilities Comuany, and the Commission has established Case No. 2003-

00434 to review KU’s base rate application;




WHEREAS, the AG, KIUC, KDOE and Kroger have been granted intervention by the
Commission in both of the forgoing proceedings; MHNA, POWER, DOD and KACA have been
granted intervention by the Commission in Case No. 2003-00433 only; and LFUCG, NAS ;nd
CAC have been granted intervention by the Commissionin Case No. 2003-00434 only;

WHEREAS, on March 31, 2004, the Commission granted consolidation of Case No.

2003-00433 with the case captioned In_Re the Matter of An Investigation Pursuant to KRS

278.260 of the Earnings Sharing Mechanism Tariffof Louisville Gas and Electric Companv,

Case No. 2003-00335;
WHEREAS, on March 31, 2004, the Commission granted consolidation of Case No.

2003-00434 with the case entitled [n Re the Matter of: An Investigation Pursuant to KRS

278.260 of the Earnings Sharing Mechanism Tariffof Kentucky Utilities Companv, Case No.

2003-00334;

WHEREAS, the AG and KIUC have been granted intervention by the Commission in
both Case Nos. 2003-00334 and 2003-00335; and LFUCG has been granted intervention by the
Commission in Case No. 2003-00334 only;

WHEREAS, LG&E’s current Earnings Sharing Mechanism tariff was effective on
January 2, 2003 pursuant to the Commission’s Orders of December 20, 2002 and January 14,
2003 in Case No 2002-00473 (LG&E); and KU’s current ESM tariff was effective on January 2,
2003 pursuant to the Commission’s Orders of December 20,2002 and January 14,2003 in Case
No. 2002-00472 (collectively the “ESM tariffs”):

WHEREAS, on March 1, 2004 LG&E filed its Annual Farnings Sharing Mechanism

Filing for Calendar Year 2003 in Case No. 2004-00069;




WHEREAS, on March 1,2004 KU filed its Annual Earnings Sharing Mechanism Filing
for Calendar Year 2003 in Case No. 2004-00070;

WHEREAS, a prehearing conference, attended in person or by teleconference by
representatives of the AG, KIUC, KDOE, DOD, Kroger, KACA, CAC, MHNA, POWER,
LFUCG, NAS, the Commission Staff and the Utilities, took place on April 28, 2004 at the
offices of the Commission during which a number of procedural and substantive issues were
discussed, including potential settlement of certain issues pending before the Commission in
Case Nos. 2003-00433 and 2003-00434, Case Nos. 2003-00334 and 2003-00335 (the “ESM
renewal proceedings”), and Case Nos. 2004-00069 and 2004-00070 (the “2003 ESM
proceedings™); and

WHEREAS, the signatories hereto desire to settle certain issues pending before the
Commission in the rate proceedings, the ESM renewal proceedings and the 2003 ESM

proceedings.

NOW, THEREFORE, for and in consideration of the premises and conditions set forth

herein, the parties hereby agree as follows:

ARTICLE L Earnings Sharing Mechanism (“ESM”) Recoverv and Discontinuation
SECTION 1.1 Effective July 1,2004, the Earnings Sharing Mechanism, except.as

set forth in Sections 1.2 through 1.4 below, shall be discontinued,

SECTION 1.2 LG&E has filed with the Commission, in Case No. 2004-0069, the
results for the 2003 ESM Reporting Period and the corresponding
ESM billing factor pursuant to its ESM tariff. Beginning April 1,
2004, LG&E began billing its 2003 ESM factor in customer bills.

The parties recommend the Commission issue an order in Case No.




SECTION 1.3

2004-0069 approving the 2003 ESM factor as filed and authorizing
LG&E to continue billing its ESM factor through March 31, 2005
and collect and retain all the revenues derived from the billing of
2003 ESM factor. Specifically, for the period of April 1, 2004
through April 30, 2004, LG&E should be allowed to bill, collect
and retain amounts permitted under its ESM tariff with an ESM
factor of 2.282%. And, specifically, for the period of May 1, 2004
through March 31, 2005, LG&E should be allowed to bill, collect
and retain amounts permitted under its ESM tariff with an ESM

factor of 2.360%.

KU has filed with the Commission, in Case No. 2004-0070, the
results for the 2003 ESM Reporting Period and the corresponding
ESM billing factor pursuant to its ESM tariff. Beginning April 1,
2004, KU began billing its 2003 ESM factor in customer bills. The
parties recommend the Commission issue an order in Case No.
2004-0070 approving the 2003 ESM factor as filed and authorizing
KU to continue billing its ESM factor through March 31, 2005 and
collect and retain all the revenues derived from the billing of 2003
ESM factor. Specifically, for the period of April 1, 2004 through
April 30, 2004, KU should be allowed to bill, collect and retain
amounts permitted under its ESM tariff with an ESM factor of
2.367%. And, specifically, for the period of May 1, 2004 through

March 31, 2005, KU should be allowed to bill, collect and retain




=

SECTION 1 4

SECTION 1.5

amounts permitted under its ESM tariff with an ESM factor of

2.330%.

No later than May 2005, the Utilities shall perform a final
balancing adjustment to reconcile any over- or under-collection of
the ESM revenues for the current ESM billing period, April 2004

through March 2005.

The Utilities agree to waive their rights to make any billing or seek
any collection under their respective ESM tariffs for the six-month
period ending June 30, 2004, excluding the operation of the ESM

mechanism as provided in Sections 1.2 through 1.4 above.

ARTICLE I1. Approval of Settlement Agreement

( ) SECTION 2.1

SECTION 2.2

SECTION 2.3

Following the execution of this Settlement Agreement, the
signatories shall cause the Settlement Agreement to be filed with
the Commission with a request to the Commission for
consideration and approval of this Settlement Agreement by May

—+2004.

The signatories to this Settlement Agreement shall act in good faith
and use their best efforts to recommend to the Commission that

this Settlement Agreement be accepted and approved.

If the Commission issues a final order which accepts and approves

this Settlement Agreement in its entirety, then the parties hereto




SECTION 2.4

SECTION?2.5

hereby waive any and all claims or demands, asserted or
unasserted, directly arising out of or in connection with the
application or operation of the Utilities’ respective ESMs in Case
Nos. 2004-0069, 2004-070, 2003-00334 and 2003-00335, and all
such claims or demands shall be deemed settled under or
compromised, released and discharged by this Settlement

Agreement.

If the Commission does not accept and approve this Settlement
Agreement in its entirety, then: (a) this Settlement Agreement shall
be void and withdrawn by the parties hereto from further
consideration by the Commission and none of the parties shall be
bound by any of the provisions herein; and (b) neither the teims of
this Settlement Agreement nor any matters raised during the
settlement negotiations shall be binding on any of the signatories to
this Settlement Agreement or be construed against any of the

signatories.

Should the Settlement Agreement be voided or vacated for any
reason after the Commission has approved the Settlement.
Agreement and thereafter any implementation of the terms of the
Settlement Agreement has been made, then the parties shall be
returned to the status quo existing at the time immediately prior to

the execution of this agreement.



ARTICLE HI. Additional Provisions

SECTION 3.1

SECTION 3.2

SECTION 3.3

SECTION 3.4

SECTION 3.5

This Settlement Agreement shall in no way be deemed to divest
the Commission of jurisdiction under Chapter 278 of the Kentucky

Revised Statutes.

This Settlement Agreement shall inure to the benefit of and be

binding upon the parties hereto, their heirs, successors and assigns.

This Settlement Agreement constitutes the complete agreement
and understanding among the parties hereto, and any and all oral
statements, representations or agreements made prior hereto or
contained contemporaneously herewith shall be null and void and
shall be deemed to have been merged into this Settlement

Agreement.

For the purpose of this Settlement Agreement only, the terms are
based upon the independent analysis of the parties to reflect a just
and reasonable resolution of the issues herein and are the product
of compromise and negotiation.  Notwithstanding anything
contained in the Settlement Agreement, the parties recognize and
agree that the effects, if any, of any future events upon the
operating income of LG&E or KU are unknown and this

Settlement Agreement shall be implemented as written.

Neither the Settlement Agreement nor any of the terms shall be

admissible in any court or commission except insofar as such court

= )




SECTION 3.6

SECTION 3.7

SECTION 3.8

SECTION 3.9

SECTION3.10

or commission is addressing litigation arising out of the
implementation of the terms herein or the approval of this
Settlement Agreement. This Settlement Agreement shall not have

any precedential value in this or any otherjurisdiction.

The provisions of this Settlement Agreement shall not bar a party
from seeking, or the Commission from reinstating, an ESM at
some future time, in order to accomplish reasonable and valid
regulatory objectives.

Making this Settlement Agreement shall not be deemed in any
respect to constitute an admission by any party hereto that any
computation, formula, allegation, assertion or contention made by

any other party in these proceedings is true or valid.

The signatories hereto warrant that they have informed, advised,
and consulted with the respective parties hereto in regard to the
contents and significance of this agreement and based upon the
foregoing are authorized to execute this Settlement Agreement on

behalf of the parties hereto.

This Settlement Agreement is subject to the acceptance of and

approval by the Public Service Commission.

This Settlement Agreement is a product of negotiation among all
parties hereto, and no provision of this Settlement Agreement shall

be strictly construed in favor of or against any party.

-8.




SECTION 3.11 This Settlement Agreement may be executed in multiple

counterparts.

IN WITNESS WHEREOF, the parties hereto have hereunto affixed their signatures.

Louisville Gas and Electric Company
and Kentucky Utilities Company

HAVE READ AND AGREED:

ot 00D P

Kehdrick R. Riggs, Cotinsel

———

Dorothy E. O’Brien, Counsel |




Commonwealth of Kentucky, ex. rel. Gregory
Stumbo, Attorney General, by and through the
Office of Rate Intervention

s

By: W L .
Elizabeth E. Blackford, Cftirlsel
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Kentucky Industrial Utility Customers, Inc.

HAVE READ AND AGREED:

By: 1»/{?..._..'

'David F. Boebm, Counsel
Michael L. Kurtz, Counsel

A, o=




Commonwealth of Kentucky,
Environmental and Public Protection Cabinet
Division of Energy

3

HAVE READ AND AGREED:
l

0 /Q
By A (—

Iris Skidimore, Counsel

S



United States Department of Defense

HAVE SEEN AND AGREED:

-




The Kroger Company

HAVE READ AND AGREED:

Dav1dC Brown. f_oLrﬂel

- 14 .-




Kentucky Association for Community
Action, Inc.

HAVE READ AND AGREED:

By: /‘¢ ///a//

J6e ¥ CHilders, Childers, Counsel

- 15 =~




Community Action Council for
Lexington-Fayette, Bourbon, Harrison
and Nicholas Counties, Inc.

HAVE READ AND AGREED:

vy el

A ¥ Childers, Counsel

1i6i=



Metro Human Needs Alliance

HAVE READ AND AGREED:

By: O((aa/a,%;,éé.

Lisa Kilkelly, Counsel




People Organized and Working for Energy
Reform

HAVE READ AND AGREED:

By: Ro ksl b
Lisa Kilkelly, Covfisel

o 18 -




Lexington-Fayette Urban County Government

HAVE READ AND AGREED:

By:_D@/‘:i)&(m.

David J. Barberie,Eounse.l

=3O




North American Stainless, L.P.

HAVE READ AND AGREED:

Ri d S. Taylor, Counseg o

:ﬁ/ I

Kimbefly McCaw‘/Cmel

120 =
303071.4
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APPENDIX C

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2003-00434 DATED June 30, 2004

PARTIAL SETTLEMENT AND STIPULATION

Dated May 12, 2004




PARTIAL SETTLEMENT AGREEMENT, STIPULATIONAND RECOMMENDATION

This Partial Settlement Agreement, Stipulation and Recommendation (“Settlement
Agreement”) is entered into this o day of May 2004, by and between Louisville Gas and
Electric Company (“LG&E”); Kentucky Utilities Company (“KU”) (LG&E and KU are
hereafter collectively referenced as “the Ultilities”); Commonwealth of Kentucky, ex. rel.
Gregory Stumbo, Attorney General, by and through the Office of Rate Intervention (“AG);
Kentucky Industrial Utility Customers, Inc. (“KIUC”) and the interests of its participating
members as represented by and through the KIUC; Commonwealth of Kentucky, Environmental
and Public Protection Cabinet, Division of Energy (“KDOE”); the United States Department of
Defense (“DOD”); The Kroger Co.(“Kroger”); Kentucky Association for Community Action,
Inc. (“KACA”); Community Action Council for Lexington;Fayette, Bourbon, Harrison and
Nicholas Counties, Inc. (“CAC”); Metro Human Needs Alliance (‘“MHNA”); People Organized
and Working for Energy Reform (“POWER); Lexington-Fayette Urban County Government
(“LFUCG”); and North American Stainless, L.P. (“NAS”) in the proceedings involving LG&E
and KU which are the subject of this Settlement Agreement, as set forth below.

WITNESSETH:

WHEREAS, LG&E filed on December 29, 2003 with the Kentucky Public Service

Commission (“Commission”) its Application for Authority to Adjust Rates, In Re the Matter of

An Adjustment of the Gas and Electric Rates, Terms and Conditions of Louisville Gas and

Electric Company, and the Commission has established Case No. 2003-00433 to review LG&E’s

base rate application;
WHEREAS, KU filed on December 29, 2003 with the Commission its Application for

Authority to Adjust Rates, In Re the Matter of: An Adjustment of the Electric Rates, Terms and

Conditions of Kentucky Utilities Company, and the Commission has established Case No. 2003-




00434 to review KU’s base rate application (Case Nos. 2003-00433 and 2003-00434 aye
hereafter collectively referenced as the “rate proceedings”);

WHEREAS, the AG, KIUC, KDOE, KACA and Kroger have been granted intervention
by the Commission in both of the rate proceedings; MHNA, POWER and DOD have been
granted intervention by the Commission in Case No. 2003-00433 only; and LFUCG, NAS and
CAC have been granted interventionby the Commission in Case No. 2003-00434 only;

WHEREAS, on March 31, 2004, the Commission granted consolidétion of Case Nos.

2003-00433 and 2003-00434 with the case captioned In_the Matter of: Tariff Filine of Kentucky

Utilities Company and Louisville Gas and Electric Companv for Non-Conforming Load

Customers, Case No. 2003-00396 (which case had previously been consolidated with In the

Matter oft North American Stainless v. Kentucky Utilities Companv, Case No. 2003-00376).

WHEREAS, a prehearing conference, attended in person or by teleconference by
representatives of the AG, KIUC, KDOE, DOD, Kroger, KACA, CAC, MHNA, POWER,
LFUCG, NAS, the Commission Staff and the Utilities, took place on April 28, 2004 at the
offices of the Commission during which a number of procedural and substantive issues were
discussed, including potential settlement of certain issues pending before the Commission in the
rate proceedings;

WHEREAS, on May 4, 2004, the hearing in the rate proceedings began and was
adjourned for ‘t.he purpose of exploring the possibility of settlement of the rate proceedings or
stipulation of issues therein, which discussions were attended in person by representatives of the
AG, KIUC, KDOE, DOD, Kroger, KACA, CAC, MHNA, POWER, LFIJCG, NAS, the

Commission Staff and the Utilities;



WHEREAS, all of the signatories hereto desire to settle all the issues pending before the
Commission in the rate proceedings, except for the AG, who is unwilling to settle the issue of
the revenue requirements of LG&E’s electric operations and KU’s operations;

WHEREAS, it is understood by all signatories hereto that this Settlement Agreement is
subject to the approval of the Commission, insofar as it constitutes an agreement by atl parties to
the rate proceedings for settlement, and does not represent agreement on any specific theory
supporting the appropriateness of any proposed or recommended adjustments to the Utilities’
rates, terms and conditions;

WHEREAS, it is understood by all signatories hereto that, insofar as this Settlement
Agreement does not recite the agreement of the AG to settle the issue of the revenue
requirements of the LG&E electric operations and the KU operations, it is a stipulation among
the signatories hereto other than the AG as to the foregoing revenue requirement issues, pursuant
to 807 KAR 5:001, Section 4(6);

WHEREAS, the signatories have spent many hours, over several days, in order to reach
the stipulations and agreements which form the basis of this Settlement Agreement;

WHEREAS, all of the signatories, who represent diverse interests and divergent
viewpoints, agree that this Settlement Agreement, viewed in its entirety, is a fair, just and
reasonable resolution of all the issues in the rate proceedings;

WHEREAS, the adoption of this Settlement Agreement will reduce the length of the
hearing, simplify the briefing, and eliminate the possibility of, and any need for, rehearing on the

issues stipulated and agreed to; and




WHEREAS, it is the position of the parties hereto that this Settlement Agreement is
supported by sufficient and adequate data and information, and should be approved by the
Commission.

NOW, THEREFORE, for and in consideration of the premises and conditions set forth
herein, the parties hereby stipulate and agree as follows:

ARTICLE 1. Revenue Requirement.

Section 1.1.  The signatories hereto, except the AG, stipulate that the following annual
increases in revenues for LG&E electric operations and for KU operations,
for purposes of determining the rates of LG&E and KU in the rate
proceedings, are fair, just and reasonable for the signatories and for all
customers of LG&E (electric) and KU:

Section 1.1.1. LG&E Electric Operations: $43,400,000;

Section 1.1.2. KU Operations: $46,100,000.
The signatories hereto, including the AG, agree that any annual increase in
revenues for LG&E electric operations and for KU operations will be
effective July 1, 2004.

Section 1.2. The signatories hereto, including the AG, agree that, effective July I,
2004, the annual increases in revenues for LG&E gas operations of
$11,900,000, for purposes of determining the rates of LG&E gas
operations in the rate proceedings, are fair, just and reasonable for the

signatories and for all gas customers of LG&E.

ARTICLE I, Allocation of Revenue.



Section 2.1.

Section 2.2.

The signatories hereto, including the AG, agree that the allocation of the
annual revenue increase for LG&E electric operations, LG&E gas
operations and for KU operations, as set forth on the allocation schedule
designated Exhibit 1 hereto, in the rate proceedings is fair, just and
reasonable for the signatories and for all customers of LG&E and KU.
Notwithstanding the foregoing sentence, it is understood that the AG has
only agreed that the percentages of the rate classes applicable to each
LG&E electric operations rate class and each KU operations rate class on
Exhibit 1 hereto are fair, just and reasonable and the AG has made no
agreement of any other information relating to such LG&E electric
operations or KU operations. All signatories hereto, including the AG,
agree that the revenue increase to electric special contract customers set
forth on Exhibi! 1 hereto shall be allocated such that each special contract
customer shall have the same percentage increase in rates.

The signatories hereto, except the AG, agree that, effective July 1. 2004,
the Utilities shall implement the electric rates set forth on Exhibit 1,
attached hereto, which rates the signatories hereto, except the AG,
stipulate are fair, just and reasonable and should be approved by the
Commission. All signatories hereto, including the AG, agree that.
effective July 1.2004, the Utilities shall implement the gas rates set forth
on Exhibit 1, attached hereto, which rates the signatories hereto agree are

fair, just and reasonable and should be approved by the Commission.

P //\




Section2.3.

ARTICLE IH.

Section 3.1.

Section 3.2.

Section 3.3.

The signatories hereto, including the AG, agree that the Utilities shall
establish a pilot time-of-day program for commercial customers with a
monthly demand between 250 kW and 2,000 kW. The rates, terms and
conditions of said program shall be as set forth in the Stipulation, dated
May 4, 2004, between the Utilities and Kroger and filed in the rate
proceedings. A copy of said Stipulation is attached hereto as Exhibit 2
and is incorporated by referénce as though fully set forth herein. The
forms of tariff designed to implement the Stipulation and the Settlement
Agreement are attached hereto as Exhibit 2-A (LG&E) and Exhibit 2-B
(XKU).

Treatment of Certain Specific Issues.

The signatories hereto, including the AG, agree that, after the date hereof,
orders approving cost recovery of LG&E’s and KU’s environmental
projects pursuant to KRS 278.183 shall be based upon an 11.0% return on
common equity until directed by order of the Commission that a different
rate of return shall be utilized.

The signatories hereto, including the AG, agree that all of LG&E’s gas
purification and gas storage loss expenses shall be recovered as part of its
Gas Supply Clause mechanism.

The signatories hereto, except the AG, agree that the depreciation rates of
the Utilities shall remain the same as approved in the orders of December
3, 2001, in Case Nos. 2001-140 and 2001-141, until the approval by the

Commission of new depreciation rates for the Utilities, for which the




Section 3.4.

Section 3.5.

Utilities shall seek approval by filings made in their next general rate cases
or June 30, 2007, whichever occurs earlier. The Utilities’ depreciation
filings shall be based on plant in service as of a date no earlier than one (1)
year prior to such filing. From and after the effective date hereof, the
Utilities shall maintain their books and records so that net salvage amounts
may be identified.

The signatories hereto, including the AG, agree that all costs associated
with KU’s 1994 environmental compliance plan (the “1994 Plan”)
approved in Case No. 93-465 and LG&E’S 1995 environmental
compliance plan (the “1995 Plan”) approved in Case No. 94-332 shall be
recovered in the Utilities’ base rates, taking into account the Utilities’
overall rate of return, and will be removed from the Ultilities’ monthly
environmental surcharge filings, all in accordance with the details of such
recovery set forth on Exhibit 3 hereto.

The signatories hereto, including the AG, agree that, unless the
Commission has already modified or terminated the Value Delivery Team
(“VDT”) surcredits in a subsequent rate case, six (6) months prior to the
expiration of the sixty (60) month period in which the VDT surcredits are
in operation, the Utilities shall file with the Commission a plan for the
future ratemaking treatment of the VDT surcredits, the shareholder
savings, the amortization of VDT costs and all other VDT-related issues.

The VDT surcredit tariffs shall remain in effect following the expiration of
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Section 3. 6.

the sixtieth (60") month until the Commission enters an order on the
future ratemaking treatment of all VDT-related issues.

The signatories hereto, including the AG, agree that LG&E shall establish
areal time pricing (“RTP”) pilot program for LG&E’s electric customers.
The tam of the program shall be three (3) years. In each year, up to fifty
(50) customers under Rate R and up to fifty (50) customers under Rate GS
shall qualify for the program. During the second year of the program,
LG&E shall propose to the Commission detailed plans, terms and
conditions for the inclusion of customers under Rate LP in the program,
such inclusion to take place during the second year of the program. Rate
LP customers shall be eligible for participation in the program during the
second and third years of the program in accordance with the
Commission’s approval of LG&E’s proposal for inclusion of Rate LP
customers. The customer-specific costs shall be recovered through a
facilities charge incorporated into the applicable customer charges during
the first six (6)months of the RTP pilot program. After six (6) months,
the Utilities shall evaluate the level of participation in the pilot program
and consider modifymg the treatment of such customer-specific charges to
encourage participation in the RTP pilot program. The non customer-
specific costs of modifying LG&E’s customer billing system to bill
customers under the RTP pilot program will be recovered pursuant to the
RTP pilot program through a charge per kWh billed to customers taking

service under Rates R, GS and LP in the same manner as the Demand-Side



Section 3.7.

Section 3.8.

Management (“DSM) Cost Recovery Component of LG&E’s DSM Cost
Recovery Mechanism. After the end of the three year term, LG&E will
evaluate the performance of the RTP pilot program for the following
purposes, including, but not limited to: (i) to determine the impact of the
pilot program on its affected customers; {ii) to determine the amount of
revenue loss from the pilot program, if any; (iii) to evaluate customer
acceptance of the real time pricing program and (iv) to evaluate the
potential for implementing the RTP program as either a permanent
demand-side management program or as a standard rate schedule. LG&E
shall file a report with the Commission describing its findings within six
months after the first three years of implementation of the RTP pilot
program. The RTP pilot program shall remain in effect until the program
is modified or terminated by order of the Commission.

The signatories hereto, including the AG, agree that the notice period for
an Operational Flow Order pursuant to LG&E’s Rate FT shall be twenty-
four (24) hours.

The signatories hereto, including the AG, agree that the miscellaneous
charges of the Utilities shall be approved as proposed by the Utilities in
the rate proceedings, except as follows: (i) the Disconnect-Reconnect
Charge for LG&E electric customers, LG&E gas customers and KU
electric customers shall be $20.00; and (ii) the KU Afier-Hours Reconnect

Charge shall be withdrawn.



Section 3.9.

Section 3.10.

Section 3.11.

Section 3.12.

Section 3.13.

The signatories hereto, including the AG, agree that the following monthly
customer charges shall be implemented: (i} LG&E electric residential
customers, $5.00 per month; (ii) LG&E gas residential customers, $8.50
per month; (iii) KU residential customers, $5.00 per month; (iv) LG&E
GS electric single phase, $10.00 per month; (v) LG&E GS electric three
phase, §15.00 per month; (vi) KU GS primary, $10.00 per month; and (vii)
KU GS secondary, $10.00 per month. All other customer charges shall be
implemented as proposed by the Utilities in their Applications filed on
December 29,2003 in the rate proceedings.

The signatories hereto, including the AG, agree that, for both LG&E and
KU, Rate GS shall be available to electric customers with connected loads
up to 500 kW.

The signatorieshereto, including the AG, agree that LG&E shall withdraw
its Standard Riders for Summér Air Conditioning Service for its gas
operations, and that customers served thereunder shall take service under
otherwise applicable rate schedules.

The signatories hereto, including the AG, agree that LG&E shall not bill
an additional customer charge to Rate GS customers formerly taking
service under the Rider for Electric Space Heating Service under Rate GS.
The signatories hereto, including the AG, agree that LG&E shall eliminate
the seasonal rate structure for Rate RS and shall implement a non-

seasonally differentiated rate structure for Rate RS. Nothing contained in
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Section 3.14.

this Section shall preclude the Utilities from making a future proposal for
a seasonal rate structure.

The signatories hereto, including the AG, agree that, in conjunction with
the AG, KACA, CAC, MHNA, and POWER, the Utilities will file plans
for program administration with the Commission for year-round Home
Energy Assistance (“HEA”) programs in both of their respective service
territories based solely upon a ten-cent per residential meter per month
charge (the “HEA charge”) for a period of three years. The HEA charge
will be collected in the same manner as the DSM Cost Recovery
Component of the Utilities’ DSM Cost Recovery mechanism. The HEA
programs shall be operated by existing social service providers
(“Providers™) with experience operating low-income energy assistance
programs, who shall be entitled to recover actual operating expenses not to
exceed ten percent (10%) of total HEA funds collected.

The signatories hereto, including the AG, agree that each HEA
program will be subject to an outside independent annual audit conducted
by an independent certified public accountant, in accordance with the
Providers’ existing audit requirements. Each audit shall include a detailed
accounting of all expenses associated with administration of the program,
which shall be filed annually with the Commission.

The signatories hereto, including the AG, further agree that KU
shall be permitted recovery of its one-time information technology

implementation costs through its DSM mechanism.

11
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Section 3.15.

Section 3.16.

Section 3.17.

Section 3.18.

The signatories hereto, including the AG, agree that the HEA programs to
be filed shall have a commencement date of October 1,2004. Approval of
this S‘ettlement Agreement by the Commission shall constitute approval of
the HEA parameters as proposed herein, subject to ﬁthher review by the
Commission of additional programmatic details. No money shall be
distributed to the Providers pursuant to the HEA programs, or allocated
pursuent to such programs, until such time as the Commission has issued
final approval of the programmatic details.

Within ninety days of the conclusion of the second year of the program,
the Providers shall file with the Commission comprehensive program
assessments to insure that the programs are meeting their respective
established goals. Based upon those filings, and public hearings, if any,
relating thereto, the Commission will then determine whether the HEA
programs shall continue beyond three years and, if so, whether any
modifications should be made to those programs.

The signatories hereto, including the AG, who are parties to the respective
Franklin Circuit Court actions hereby agree that upon approval of this
Settlement Agreement by the Commission, they will jointly move the
Franklin Circuit Court for the entry of an order dismissing the pending
HEA and Pay As You Go (“PAYG”) appeals, Civil Action Nos. 02-CI-
00991 and 03-CI-00634, respectively.

The signatories hereto, including the AG, agree that LG&E will phase out

its PAYG program by limiting the program to existing customers and by
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Section 3.19.

Section 3.20.

removing those meters from existing customers as requested. as meters
fail, or as customers move off the system. However, LG&E reserves the
right to completely terminate the program upon sixty days advance notice
to the Commission. LG&E and KU further agree that they will not seek
approval of new prepaid metering programs for a period of at least five
years from the date hereof, and that, after five years, approval by the
Commission will be a necessary prerequisite to operating any new prepaid
metering program.

The signatories hereto, including the AG, agree that OMU NOx
expenditures of §1 million per year incurred by KU pursuant to its contract
with Owensboro Municipal Utility shall be recovered in KU’s
Environmental Cost Recovery filings pursuant to KRS 278.183. Recovery
of the foregoing costs shall begin in April 2005 based upon the February
2005 expense month for KU.

The signatories hereto, including the AG, agree that LG&E and KU shall
offer a Curtailable Service Rider (*CSR1”) to current customers who meet
the eligibility requirements set forth in the proposed CSR1 tariff on such
terms and conditions as specified in the proposed tariff subject to the
following terms and conditions: (1) the customers shall be subject to
curtailment for 250 hours annually; (2) the amount of the credit shall be
$3.20 per kW for primary voltage customers and $3.10 per kW for
transmission voltage customers; (3) the customers shall be entitled to 20

minutes notice of curtailment; (4) current customers shall have the option
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Section 3.21.

Section 3.22.

of buying through the curtailment at the market rate as determined by
LG&E/KU; (5) in the event a customer elects to buy through a
curtailment, the customer shall be required to purchase all of the demand
to be curtailed on an hourly basis: and (6) this curtailable service rider is
available only to those customers who are covered by an existing
curtailable service rider as of the execution of this Settlement Agreement.
The signatories hereto, including the AG, agree that new customers not
currently served by an existing CSR will be eligible to take curtailable
service under a new CSR tariff (CSR2) as originally filed by the
Companies in the rate proceedings, except such customers will be able to
buy through a request for curtailment only after having been on the CSR?2
service for three years with no failure to curtail when requested.

The signatories hereto, including the AG, agree that NAS’s electric arc
furnace operations shall receive electric service pursuant to the LI-TOD
tariff, effective April 1, 2004, except as otherwise noted and which shall
provide that the LI-TOD tariff shall be the same as the Non-Conforming
Load Service Tariff (“NCLS”) as proposed in Case No. 2003-00396 with
the following changes:

(1)  mon-conforining load service shall be changed throughout to read
large industrial-time of day (LI-TOD);

(2)  the rates to be applied shall be the same rates applicable to

customers on the LCI-TOD tariff;
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3) the demand charge shall he calculated by multiplying the rate
established above by demand measured as Peak Demand (KVA) measured
in 15 minute intervals plus the difference between Peak Demand measured
in 5 minute intervals less Peak Demand measured in 15 minute intervals
(if a positive number) multiplied by 0.5 times the rate, expressed as DC =
[D15 HD5-D15)0.5]R.
(4) Under the section of the tariff entitled System Contingencies and
Industry System Performance Criteria the following additions are agreed:
a. The third sentence thereof shall be amended to limit the
number of interruptions per month to no more than twenty with no
carry-over from month to month. Within sixty days of the end of
the applicable hilling period, upon request, information and
documentation necessary for customer to verify that interruptions
were caused by system contingencies as defined herein will be
made available to customer;
b. Customers under the LI-TOD tariff may contract to curtail
service upon notification by Company on the same terms and
conditions as exist under the Curtailable Service Rider for LCI-
TOD customers except requests for curtailment by the Companies
shall not exceed 200 hours in the first year the Customer contracts
for service, effective April 1, 2004, and 100 hours in each
continuously succeeding year. Requests for curtailment shall he

limited to on-peak periods specified in the LCI-TOD tariff.
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(8 All other provisions of the curtailable service rider as
proposed in this Settlement Agreement for customers on the 1.CI-
TOD tariff shall apply except that Customer may not buy through a
request for curtailment by virtue of the unusual .nature of the load
of the Large Industrial class of customers.

d. System contingencies shall be defined in the tariff as:

In order to facilitate Company compliance with system
contingencies and with NERC/ECAR System Performance
Criteria, Customer will permit the Company to install electronic
equipment and associated real time metering to permit Company
interruption up to 95% of the Customer’s load under this tariff
when the LG&E Energy LLC System (“LEC System”) experiences
an unplanned outage or de-rate of LEC System-owned or
purchased generation, or when Automatic Reserve Sharing is
invoked within the ECAR or an ISO/RTO. LEC System as used
herein shall consist of Company and Louisville Gas and Electric
Company. Such equipment will electronically notify customer five
(5) minutes before the electronically initiated interruption that will
begin immediately thereafter and last no longer than ten (10)
minutes. The interruptions will not be accumulated and credited
against the annual curtailment hours under this contract.

Customers covered by the LI-TOD tariff as of April 1, 2004 shall

have the option to contract for additional service for a period of not less

16




Section 3.23.

ARTICLEIV.

Section 4.1.

Section4.2.

than five (5) years under the terms of the tariff by signing a contrzct for
additional service by March 1, 2005 which commits service to begin, or to
pay, demand charges as agreed in such contract no later than July 1, 2006
before the tariff is extended to other customers. If the option given to
current customers herein is not exercised by the dates specified the option
expires.

(6)  The difference. if any, between the invoiced charges for electric
service for the NAS electric arc furnace operations for the months of
April, May, and June, 2004 actually paid by NAS and those charges
ultimately billed as approved by the Commission shall be refunded to
NAS as a billing credit going forward.

The signatories hereto, including the AG, agree that, except as modified in
this Settlement Agreement, the proposals of the Utilities in the rate
proceedings shall be approved as filed.

Miscellaneous Provisions.

The signatories hereto, including the AG, agree that making this
Settlement Agreement shall not be deemed in any respect to constitute an
admission by any party hereto that any computation, formula, allegation,
assertion or contention made by any other party in these proceedings is
true or valid.

The signatories hereto, including the AG, agree that the foregoing

stipulations and agreements represent a fair, just and reasonable resolution

1




Section4.3.

Section 4.4.

Section 4.5.

Section 4.6.

of the issues addressed herein and request the Commission to approve the
Settlement Agreement.

The signatories hereto, including ‘the AG, agree that, following the
execution of this Settlement Agreement, the signatories shall cause the
Settlement Agreement to be filed with the Commission by May 11,2004,
together with a request to the Commission for consideration and approval
of this Settlement Agreement.

The signatories hereto, other than the Utilities and the AG, stipulate that
they will withdraw the direct testimony of their witnesses in the rate
proceedings. The signatories hereto, other than the AG, stipulate that they
will not otherwise contest the Utilities' proposals in the rate proceedings
regarding the subject matter of the Stipulation, and that they will refrain
from cross-examination of the Utilities' witnesses during ihe rate
proceedings, except insofar as such cross-examination is in support of the
Stipulation.

The signatories hereto, including the AG, agree that this Settlement
Agreement is subject to the acceptance of and approval by the Public
Service Commission. The signatones hereto, including the AG, further
agree to act in good faith and to use their best efforts to recommend to the
Commission that this Settlement Agreement be accepted and approved.
The signatories hereto, including the AG, agree that, if the Commission
does not accept and approve this Settlement Agreement in its entirety,

then: (a) this Settlement Agreement shall be void and withdrawn by the

18




Section 4.7.

Section 4.8.

Section4.9.

Section 4.10.

parties hereto from further consideration by the Commission and none of
the parties shall be bound by any of the provisions herein. provided that no
party is precluded from advocating any position contained in this
Settlement Agreement; and (b) neither the terms of this Settlement
Agreement nor any matters raised during the settlement negotiations shall
be binding on any of the signatones to this Settlement Agreement or be
construed against any of the signatories.

The signatorieshereto, including the AG, agree that, should the Settlement
Agreement be voided or vacated for any reason after the Commission has
approved the Settlement Agreement, then the parties shall be returned to
the status quo existing at the time immediately prior to the execution of
this agreement.

The signatories hereto, including the AG, agree that this Settlement
Agreement shall in no way be deemed to divest the Commission of
jurisdiction under Chapter 278 of the Kentucky Revised Statutes.

The signatories hereto, including the AG, agree that this Settlement
Agreement shall inure to the benefit of and be binding upon the parties
hereto, their successors and assigns.

The signatories hereto, including the AG, agree that this Settlement
Agreement constitutes the complete agreement and understanding among
the parties hereto, and any and all oral statements, representations or

agreements made prior hereto or contained contemporaneously herewith

19



Section4.11.

Section 4.12.

Section 4.13.

Section 4.14.

shall be null and void and shall be deemed to have been merged into this
Settlement Agreement.

The signatories hereto, including the AG, agree that, for the purpose of
this Settlement Agreement only, the terms are based upon the independent
analysis of the parties to reflect a fair, just and reasonable resolution of the
issues herein and are the product of compromise and negotiation.

The signatories hereto, including the AG, agree that neither the Settlement
Agreement nor any of the terms shall be admissible in any court or
commission except insofar as such court or commission is addressing
litigation arising out of the implementation of the terms herein or the
approval of this Settlement Agreement. This Settlement Agreement shall
not have any precedential value in this or any other jurisdiction.

The signatories hereto, including the AG, warrant that they have informed,
advised, and consulted with the respective parties hereto in regard to the
contents and significance of this Settlement Agreement and based upon
the foregoing are authorized to execute this Settlement Agreement on
behalf of the parties hereto.

The signatories hereto, including the AG, agree that this Settlement
Agreement is a product of negotiation among all parties hereto, and no
provision of this Settlement Agreement shall be strictly construed in favor
of or against any party. Notwithstanding anything contained in the

Settlement Agreement, the parties recognize and agree that the effects, if

20



any, of any future events upon the operating income of the Utilities are
unknown and this Settlement Agreement shall be implemented as written.
Section 4.15. The signatories hereto, including the AG, agree that this Settlement

Agreement may be executed in multiple counterparts.

IN WITNESS WHEREOF, the parties hereto have hereunto affixed their signatures.

Louisville Gas and Electric Company
and Kentucky Utilities Company

HAVE SEEN AND AGREED:
B}MM T
Kéndrick R. Riggs, Counsel

-and-

~

y:
Dorothy E. O’Brien. Counsel

21



Commonwealth of Kentucky, ex. rel. Gregory
Stumbo, Attorney General, by and through the
Cffce of Rate Intervention

HAVE SEEN A/N D ééREED:

Elizabeth E. Blackford, ;Zaunsel
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Kentucky Industrial Utility Customers, Inc.

HAVE SEEN AND AGREED: i

o o Pl

David F. Roehm, Counsel
Michael L. Kurtz, Counsel

25




Commonwealth of Kentucky,
Environmental and Public Protection Cabinet,

Division of Energy

HAVE SEEN AND AGREED:

By: ‘{]j/\/ [ . \LL"”\--___\
Iris Skidmore, Counsel

24




o

United States Department of Defense

HAVE SEEN AND AGREED:

HoDYud) .

%\, David A. McCormigf/ Coffaéé]

-25.




The Kroger Co.

HAVE SEEN AND AGREED:
4 ? //7

By: C‘%:/ {4 /}ff’é//

David C. Brown, Cotiasd]

26




Kentucky Association for Community
Action, Inc.

HAVE SEEN AND AGREED:

By: ,,..,-/;?/ '%’%J//é

éggﬁ/ Childers, Counsel

21




Community Action Council for
Lexington-Fayettc, Bourbon, Harrison
and Nicholas Counties. Inc.

HAVE SEEN AND AGREED:

/%J%

By: :
‘»QZ;F./ Childers,.Counsel

@

28




Metro Human Needs Alliance

HAVE SEEN AND AGREED:

By, A bl

Lisa Kilkelly, Counsel

29




People Organized and Working for Energy
Reform

HAVE SEEN AND AGREED:

By:__ Fo- Ll Ll
Lisa Kilkelly, CoumsEl

30




Lexington-Fayette Urban County Government

HAVE SEEN AND AGREED:

By._,ggwform

=t 4

David J. Barberie, Counsel

31




EieY
.y"}

32

North American Stainless. L.P.

HAVE SEEN AND AGREED:

¢

?éthanjalﬁdfdams Counsel

M L

Kimbnj-y S McC Counsel
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Summary of Proposedincrease

Kentucky Utilities Company
@ Based on Sales for the 12 Months Ended September36.2003

Adjusted
Billings at Percentage
CurrentRates Increase Increase
Residential Rate RS § 121233915 § 5,943,465
FullEleciric ResidentialService Rate FERS 131,265,061 13.122.981
Comb. Off-Peak Water Heating Rate CWH- RS 226.880 66.404
Comb. Oft-Peak Yater Heating Rate CWH - FERS 184,889 61.127
Total Residential 252.910,745 20.193.976 7.98%
General Service Rate G S - Secondary 63,054,553 4,464,741
General Service Rate GS - Primary 2,543,978 233.163
Comb. Off-Peak Water HeatingRate CWH - G§ 2434 798
Electric Space Healing Rider- Rate 33 668.126 234,469
Total General Service 66,269,093 4933172 7.44%
All Electric School Service Rate AES 3,955,546 204,587 7.45%
Combined Lighting 8 Power Service Rate LP- Secondary 165,582,998 12,488,035
Combined Lighting 8 Power ServiceRate LP- Primary 35,121,687 1.919.971
Combined Lighting 8 Power Service Rate LP- Transmission 805.361 44,566
Water Pumping Service Rate M 723,351 45,644
High Load Factor Rate HLF Primary 22,475,293 1,496,550
High Load Factor Rate HLF Secondary 12,248,660 913.296
Total Combined Lighting & Power Service 228,957 349 16,908,062 7.45%
Large Comm /Industrial Time-of-Day Rate LCI-TOD Primary 65,546,566 1,621,297
Large Comm./industrial Time-of-Day Rate LCI-TOD Transmission 18,589,204 427.638
Total Comm/Industrial Time-of-Day 84,135,770 2,048,836 2.44%
o Coal Mining Power Service Rate MP Transmission 3.748,239 285.069
|:r } Coal Mining Power Service Rate MP Primary 4,793,968 353.120
— Total Coal Mining Power Service 8,542207 638.188 7.47%
Large Mine Power Time-of-Day Rate LMP-TOD Primary 1,944,714 148.303
Large Mine PowerTimeof-Day Rate LMP-TOD Transmission 4 098.693 305,158
Total Large Mine Power Time-of-Day 6.043 407 453,462 7.50%
Special Contract 14,551,478 (261,052) -1.79%
Strest Lighting Service Rate St, Lt. 5402425 376,225
Decorative Street Lighting Service RateDec. St. Lt. 807,559 56,815
Private Outdoor Lighting Service Rate P.O. Lt. 6,293,269 438.616
Custiomer Outdoor LightingService Rate C. O. Lt 693,164 60.807
Total Private Outdoor Lighting 13,396,416 934.463 6.98%
TOTAL ULTIMATE CONSUMERS $ 676,762,012 § 46,143,74 6.82%
Miscellaneous Service Revenue 999.716 408.443
Rent from Electric Property 1.857,235 (556.373)

TOTALJURISDICTIONAL 679,718,963 45,995 864 6.77%
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